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THE AUSTRALIAN ECONOMY, SEPTEMBER, 1956 


This paper is the second in the series of economic surveys 
inaugurated in the last, issue of this journal by the very valuable and 
comprehensive analysis presented by Professor R. I. Downing.’ 

The first object of an article of this type must be to survey the 
recent performance of the Australian economy. Economic surveys 
once did more than this by attempting, in the light of current trends, 
to make forecasts of the future. Repeated disillusionment has led to 
the abandonment of these forecasts in official publications. It would 
seem, however, that any article purporting to be a survey must be of 
little interest unless some broad forecasts are made. Moreover, unless 
they are made (explicitly or implicitly) there is no way of forming 
any judgment concerning the adequacy or otherwise of official policies. 
Such judgments, made with a proper degree of caution, seem an essen- 
tial part of our purpose. Without them, indeed, this paper could be 
little more than an extended footnote to the economic information now 
being provided from official sources.* 

During 1955-6, the primary aim of the Australian authorities has 
been to reduce the rate of imports to the target figure of £55 m. per 
month—a figure thought to be compatible with external balance. Their 
secondary purpose, which received greater emphasis during the last 
four months of the year, has been to eliminate inflationary pressure in 
the domestic market. Relating our objects to these immediate aims of 
official policy, we may say that this article sets out to answer the 
following three questions: 


(i) What progress has been made thus far towards achieving 
external and domestic balance? 

(ii) What inferences regarding 1956-7 (if any) can be drawn 
from the statistics currently available? 

(iii) Whether, in the light of (i) and (ii), announced official 
economic policy seems well or ill designed from the point of 
view of making further progress towards overall balance 
during 1956-7? 


1. R. I. Downing, “The Australian Economy, March, 1956”, Economic Record 
(May, 1956), pp. 1-27. 

2. For a record of the disillusionment in the United Kingdom consult E. A. G. 
Robinson, The Business C ‘ycle in the Post-war World, (London, 1955), pp. 37-54. 
, a = list of the official publications from which statistics have been taken is 
ppended. 
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Beyond answering these questions we shall also make some rather 
general observations‘ upon a problem mentioned by Professor Down. 
ing in the concluding pages of his earlier survey: namely the problem 
of providing flexible economic policies to suit changing economic 
circumstances.® 


1. The Balance of Payments and External Balance 











The latest available figures relating to Australia’s external posi- 
tion are set out in Table I. 
TABLE I 
The Balance of Payments 
(£m.) 
1954-1955 1955-1956 
on 
ver | Bt | Sat | ver | Bar | Saapt | Pee 
CuRRENT ACCOUNT. (1) (2) (3) (4) (5) (6) (7) 
Exports (f.o.b.) .. | +761 | +359 | +402 | +773 | +380 | +393 +12 
Imports (f.o.b.) .. | —847 | —391 | —456 | —819 | —413 | —406 +28 
Trade Balance .. — 86 —32 —d54 —46 —33 —13 | +40 
Freight payable 
overseas wa —88 —40 —48 | —103 —651 —52 —15 
Other invisibles .. —83 —36 —47 —72 —36 —36 | +11 
Balance on Current 
Account -- | —257 | —108 | —149 | —221 | —120 | —101 +36 


CaPpiITaL ACCOUNT. 
Public and private 
borrowing -. | +115 +43 +72 | +143 +62 +81 +28 





Movements in Inter- 
national Reserves —142 —65 —77 —78 —58 —20 +64 


























Comparison between columns 1 and 4 of this table shows that 
Australia’s external deficit has been reduced by no less than £64 m— 
i.e., from £142 m. in 1954/5 to £78 m. in 1955/6. This result is rather 
more favourable than many persons expected. Indeed it was the 
general expectation that the deficit in 1955/6 would not be less than 
£100 m. 

Further consideration of the table does nothing to destroy this 
favourable impression. In particular it is clear that the principal 
improvement in 1955/6 came in the second half of the year. Moreover 
the table does not display the full extent of the improvement, for the 
deficit in the third quarter of 1955/6 was approximately £40 m. and 
this was partly offset by a surplus of £19 m. in the fourth and final 
quarter.® Thus by the end of 1955/6 Australia was in overall surplus 
though still in deficit on the whole year’s trading. 

4. The author alone is responsible both for the answers and the reflections. 


5. R. I. Downing, op. cit., pp. 26-27. 
6. Treasury Information Bulletin, No. 3 (July, 1956), pp. 23-24. 
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This is a gratifying result particularly since the monthly rate of 
imports has not yet fallen to the target figure of £55 m. It would, how- 
ever, be unwise to be too confident since capital imports in 1955/6 were 
well above the £100 m. averaged over the last eight years. Had they 
maintained only the average level, a great deal of the improvement in 
1955/6 would not have occurred. On the other hand, provided the 
small (£12 m.) improvement in exports is maintained,’ it appears that 
an annual rate of imports of (say) £680 m. in 1956/7 would make 
possible an overall surplus of something between £40 m. and £80 m., the 
actual result depending upon the relatively unpredictable perform- 
ance of the capital items.® 

Before leaving the external position, three additional points merit 
mention. The first is the somewhat disappointing performance of 
import restrictions which, although they were first applied as long ago 
as April, 1955, and have been progressively intensified since,® have 
thus far only succeeded in reducing the annual import bill by £28 m. 
and the average monthly rate of imports from £76 m. in the last 
quarter of 1954/5 to £68 m. in the corresponding quarter of 1955/6.1° 
No one expects imports restrictions to operate without significant lags. 
It is a matter for consideration, however, whether lags of the magni- 
tude recently experienced are either unavoidable or acceptable. 

The second point is that, even if 1956/7 should produce an overall 
surplus of the magnitude suggested above, this would not provide an 
argument for any immediate relaxation in the severity of import 
restrictions. Australia’s external reserves are presently at the low level 
of £350 m. Restoration of a more ‘‘reasonable’’ and workable level is 
a task of great urgency. It should therefore take precedence over the 
superficially more attractive alternative of relaxation. 

The third point, and the most important, is that external balance 
achieved by the application of import restrictions is not, in any mean- 

7. The present indications are favourable. Exports in July were £2 m. above 
the corresponding figure for July, 1955, and wool prices are tending upwards. 
8. From 1947/8 to 1954/5 the average annual rate of capital inflow was £100 m. 


The highest figure recorded (1949/50) was £212 m.; the lowest (1952/3) was an 
outflow of £2 m 


Defining amplitude as: Max. Value—Min. Value x 100 


, Average Value 
the amplitude of fluctuations in the annual rate of capital inflow is 214 per cent. 


9. The following has been the pattern of restriction: 





Date “A” Category” Imports “B” Category Imports 

1954 April No Quota 60% 
October 100% 60% 

1955 April 85% 40% 
October 75% 30% 


All percentages are of imports in 1950/51. 
10. Imports in July, 1956, were valued at £57-8 m., some £14 m. below the 
corresponding figure in July, 1955, and less than £3 m. above the “target” figure 
of £55 m. In August, 1956, however, imports soared to £78 m. 
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ingful sense, external equilibrium. To attain balance is to solve the 
immediate problem by what are, in essence, crude emergency measures, 
But this does no more than provide time for devising and implement. 
ing the more fundamental adjustments necessary for the attainment 
of equilibrium. 


2. The Progress Towards Domestic Balance 


The economic measures, introduced by the Prime Minister in 
March, 1956,!1 were expressly designed to eliminate the excess demand 
already existing in domestic markets and also to offset the additional 
inflationary impetus of the diminishing supplies of imports 
Admittedly these measures have had a relatively short time in which 
to work. On the other hand a restrictive central banking policy 
buttressed by ministerial exhortation and, since March, 1956, by 
higher interest rates and the abandonment of bond market support, 
has been in operation since the early months of the financial year." 
It is therefore useful to try to assess how far the economy has pro 
gressed towards domestic balance and what remains to be done, in the 
field of disinflationary action, during 1956/7. 

There is no single measure of excess demand available. Nor is any 
one of the existing measures entirely satisfactory. Nevertheless some 
indication of the extent and direction of movement towards (or away 
from) domestic balance can be obtained from an examination of the 
situation in the labour market. 

To do this we proceed rather crudely by accepting the excess of 
unfilled vacancies registered with the Commonwealth Employment 
Service over the number of persons registered with the service as 
awaiting placement as a rough index of excess demand in the labour 
market. This does not mean that equality between the two series 
indicates ‘‘balance’’ or ‘‘equilibrium’’.1* Nor can equality between 
the two series be regarded as defining ‘‘full employment’’. 14 All that 
we are suggesting is that changes in the derived series outlined above 
may be regarded as indicating an increase (or decrease) in the demand 

11. Economic Measures, statement by the Prime Minister, 14th March, 195 
(Commonwealth Printer, F.1745/56). For a discussion of these measures ¢f. 
R. I. Downing, op. cit., pp. 16-27. 

12. The Commonwealth Bank (cf. its Annual Report for 1954-5) was follow- 
ing a restrictive policy throughout 1954-5 and has continued to do so. In Septem- 
ber, 1955, the Prime Minister entered into consultation with both the banks and 
the hire purchase concerns to encourage further restraint. In March, 1956, he 
announced the end of bond market support and an increase in advances rates. __ 

13. The aggregative nature of the series conceals qualitative differences which 
render equality between them of little interest. Movements in the difference between 
the series may, however, still be significant. 

14. Even if “full employment” was defined as a situation in which the number 
of vacancies was equal to the number of workers seeking places, these two sefits 
would still be of little value since they conceal significant differences in the types 


of vacancy offered and demanded, and the regional distribution of unfilled vacancies 
and unemployed workers. Moreover, neither series has been seasonally adjusted. 
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for labour relative to its supply. On the further assumption that 
inflationary pressure in the economy as a whole will be reflected in 
the labour market, the behaviour of the derived series gives an indica- 
tion of whether or not the economy is approaching domestic balance, 
while the behaviour of the series for unemployed persons receiving 
benefit provides a check on the derived series and also a further index 
of disinflationary progress. These series are set out in Table II. 


TABLE II 
The Labour Market 








Unfilled Persons Seeking | ‘Excess Demand (a) Numbers on 
Date Vacancies Employment Index’ Benefit 
(in 000’s) (in 000’s) (in 000’s) (in 000’s) 
(1) 2 (3) (4) 
1955 
June .. ae 57-6 19-1 38-5 2-7 
July .. a 56-1 17-8 38-3 2-4 
August ee 58-2 16-1 42-1 2-2 
September re 60-2 15:1 45-1 1-8 
October é 63-4 14-3 49-1 1-7 
November a 64-0 14-8 49-2 1-7 
December “ 58-8 16-3 42-5 3-2 
1956 
January oy 56-9 30-7 26-2 47 
February ans 51:3 31-2 20-1 6-1 
March .. Pe 44-9 30-7 14-2 6-5 
April .. & 40-9 31-4 9-5 5-4 
May .. oe 35:8 31-2 4-6 53 
June .. oe 32°5 31-5 1-0 7-0 

















(a) Defined as: Col. (1) minus Col. (2). 


For what they are worth, the figures set out in Table II indicate 
considerable progress towards the elimination of demand inflation. 
Since October/November, 1955, the figure for ‘‘ unfilled vacancies’’ has 
fallen by some 32,000 (roughly 50 per cent) and that for ‘‘persons 
seeking placement’’ risen by some 18,000 (roughly 125 per cent). As 
a consequence our derived indicator of ‘‘Excess demand for labour’’ 
has fallen from a peak of 49,000 in October/November, 1955, to 
virtually zero. Parallel with these movements, the number of persons 
receiving benefit has risen from 1,700 to 7,000. The evidence of dis- 
inflation during the second half of 1955/6 seems unmistakable. 

This evidence is not contradicted by the behaviour of a second 
derived series indicating the relationship between indexes of nominal 
wages and average earnings which are set out in Table III and which 
show a diminution in the excess rate of increase of the latter over 
the former. 

In the face of this evidence of disinflation the behaviour of prices 
and costs, as revealed in Table IV, is at first sight rather disappointing. 
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Indexes of Wages and Earnings: Changes from Preceding Quarter 
(Percentage Changes) 
Adult Males 
Period _ 
Quarter ending Average Nominal Weekly mages Weekly Wage 
Wage Rates a) 
WG Ts ek aes Ha +04 +2-4 
September .. a is +0-5 +1-4 
December .. Reus tee +1-4 +1-6 
1956 March she oie ae +0-°7 +0:7 
June .. ot oe a +2-0 +1°9 
(a) Seasonally adjusted. 
TaBLE [V 
Prices and Costs 
Percentage Change from Preceding Quarter 
m” Average 
: C Export Import Wholesale 
Period Series (a) . Weeki a) Prices (c) Prices Prices 
Quarter ending: 
1954 
December ee +0°5 +0:1 —5-1 +1-0 —1-2 
1955 
March .. a +0-7 +2-6 —0-4 +1-3 +158 
june .. és +11 +2-4 —1:3 —0°5 +19 
September . +1°5 +14 —5-0 +1-4 +2:1(d) 
December Sie +1-0 +1-6 —1-9 +0-9 +0°1(4) 
1956 
March .. +1-2 +0:°7 +0°3 +0-3 +01 
June +2°6 +1°9 +1-0(d) —0°2 +44 
Change 
June 1955-56 ah +6-5 +5°6 —4-6 +2°4 +68 




















(a) including rent. 

(b) Adult males. 

(c) excluding gold. 

(d) preliminary. 

In 1955/6 the ‘‘C’’ series rose by 6-5 per cent, the Interim Retail 
Price Index by 5°8 per cent, and the Wholesale Price Index by some 
7 per cent. Import prices also rose but by a rather lower percentage, 
while Average Nominal Weekly Wages rose over the year by 4°8 per 
cent and Average Weekly Earnings by more than 5} per cent. Only 
the Export Price Index declined over the year, though it too rose in 
the last two quarters. 

This evidence of continuing price increases is, however, only 
superficially in conflict with that derived from the labour market. The 
elimination of excess demand is a necessary, but insufficient, condition 
for stable prices since prices are affected by cost conditions as well 
as demand. Moreover costs, and particularly wage costs, rise i 
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response to past price changes originating on the demand side, while 
any rise in import prices must also have its effects on the price level 
both directly and, in present circumstances, indirectly via changes 
in wage rates.15 In short, the figures in Table IV are quite consistent 
with our earlier diagnosis of substantial disinflationary progress. 
They suggest, however, that stable prices may not follow so rapidly 
upon the elimination of excess demand as might be supposed. 


3. Domestic Market Supplies 
The behaviour of domestic market supplies since 1953/4 is 
depicted in the following table, which is based upon the prices ruling 
in each year. 
TABLE V 


Domestic Market Supplies 




















1963/4 | 1988 1s | 1955/6 | Change 1953/4-1954/5 | Change 1954/S-1955/6 
£m. | £m. | £m. £m. % £m. % 
Gross National 
Product 
Non-farm .. : 4018 | 4396 | 4780 | +378 +9-4 | +384 +8°7 
Farm es ee 519 440 414 —79 —15-2 —26 —5-9 
Total: .. | 4537 | 4836 | 5194 | +299 +66 | +358 +7-4 
Imports Re aie 836 | 1037 | 1018 | +201 +241 —19 —1:8 
Less Exports .. .. |—902 |—863 |—878 +39 —4:3 —15 +1-7 
Domestic Market 
Supplies .. .. | 4471 | 5010 | 5334 | +539 +12:0 | +324 +6°5 














(a) These figures differ from those given in R. I. Downing, op. cit., Table IV 
p. 7, by reason of the revisions made in National Income and Expenditure 1955-6. 

Neglecting for the moment the complications introduced by the 
behaviour of prices, the gross national product rose by £358 m. (7:4 
per cent) in 1955/6 as compared with an increase of £299 m. (6°6 per 
cent) in 1954/5. Market supplies, however, rose by only £324 m. (6°5 
per cent) in 1955/6 against £539 m. (12-0 per cent) in the previous 
year. The growth in supplies was, therefore, not much more than half 
that enjoyed in 1954/5. The reasons for this are readily apparent. 
More than £200 m. (37 per cent) of the increase in 1954/5 was due 
to the considerable expansion of imports. This could not be expected 
to continue even if the authorities had not taken steps to restrain 
import purchases. Allowing for this change, superficially at least the 
experience of 1955/6 appears to be very similar to that of 1954/5. 

15. The recent request by the Commonwealth Treasurer that the States should 
abandon automatic cost of living- adjustments is presumably designed to remove 
these lagged cost effects. Opinions on the wisdom of this course may well differ. 
My personal view is that the elimination of automatic cost of living adjustments 
is undesirable since their existence provides a useful incentive to the authorities 


to act early in the prevention (or control) of demand inflation. This, of course, 
is not to deny the need to develop a more workable wages “policy”. 
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Unfortunately, however, the similarity in the figures seems to be 
largely illusory. This soon becomes plain if allowance is made for price 
changes. 

In 1954/5, the ‘‘C’’ Series index rose by less than 1 per cent and 
the Interim Retail Price index by 1-1 per cent. The rise in the import 
price index was of the same order of magnitude. On the evidence of 
the first two indexes, much of the £378 m. (9:4 per cent) increase in 
non-farm product must have been a ‘‘real’’ increase. This suggests 
that, since the labour force rose by some 3 per cent, productivity may 
have risen by 5 to 6 per cent!® Moreover, even when the complications 
due to the impact of changing export and import prices are intro- 
duced, much of the increase in market supplies must also have con- 
stituted a ‘‘real’’ increase. 

In 1955/6 price behaviour was very different. Retail prices were, 
on average, 5 per cent above 1954/5. Hence the ‘‘real’’ increase in non- 
farm product may only have been about 4 per cent—as against a 
2 per cent increase in the number of persons in civilian employment. 
It would seem, therefore, that productivity cannot have risen by much 
more than 2 per cent.!7 In ‘‘real’’ terms imports certainly declined, 
perhaps by about 3 to 4 per cent, while exports required a greater pro- 
portion of real output in view of the fact that export prices in 1955/6 
were some 9 per cent on average below those of 1954/5. It is very 
doubtful, therefore, whether the apparent increase in market supplies 
(£324 m.) implies a rise of more than 14 per cent .in ‘‘real’’ domestic 
market supplies. These speculations are, of course, based upon no 
more than the crudest of hypotheses. Nevertheless, for what they are 
worth, they suggest that most of the increase in ‘‘real’’ non-farm 
product during 1955/6 was offset by an adverse movement in the 
terms of trade.!® This is not very pleasing particularly since ‘‘real” 
supplies must be reduced in the forthcoming year by the reduction 
of imports to near the ‘‘target’’ figure of £660 m., while disinflation 
is likely to have an adverse effect, at least in the short run, upon the 
growth in output. 


4. Domestic Expenditure 


The behaviour of the principal components of domestic expendi- 
ture is set out in Table VI. 
Comparing 1955/6 with 1954/5 we see that while consumption 
(in money terms) has risen by £248 m. (8-0 per cent) and total 


16. Despite Professor Downing’s cautious acceptance of these figures (op. 
cit., p. 7, footnote 8) I find them surprisingly high, although experience in other 
countries seems to show that a (relatively mild) inflation, at least in its early 
stages, has a stimulating effect upon output. J 

17. A figure more in agreement with the usual estimates but not necessarily 
more plausible on that account. 

18. Coupled, of course, with some enforced reduction in the import bill. 
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TABLE VI 
The Behaviour of Demand 











Changes Changes 
1953/4 | 1954/5 | 1955/6 
1953/4-1954/5 1954/5-1955/6 
£m. | £m. | £m. £m. % £m. % 
Consumption (a) .. .. | 2834 | 3102 | 3350 | +268 +9-5| +248 | +8-0 
Public Authorities’ 
current expenditure 428 474 535 +46 | +10°7} +61 | +12-9 





Total Current Expenditure | 3262 | 3576 | 3885 | +314 +9-6| +309 | +8-7 
Gross investment: fixed 














capital— 
Private ae ‘an 737 846 917 | +109 | +148) +71 +8-4 
Public (b)_ .. aa 397 423 450 +26 +6:5| +27 +64 
Total Fixed Investment .. | 1134 | 1269 | 13867 | +135 | +119) +98 | +7-7 
Non-farm stocks .. a 50 165 70 | +115 |+230-°0| —95 | —57-6 
Farm stocks as a 25 — 12 —25 |—100-:0} +12 — 
Total Stocks ie ae 75 165 82 +90 |+120:0| —83 | —50-4 
Total Gross Investment .. | 1209 | 1434 | 1449 | +225 | +186| +15 +1:0 





Gross Domestic Expenditure | 4471 | 5010 | 5334 | +539 | +12-:0} +324 +6°5 


























(a) Includes expenditure by financial enterprises. 
(b) Expenditure on public works. 


current expenditures (public and private) by £309 m. (8-7 per cent), 
gross investment has been virtually unchanged, increasing by only 
£15 m. (1:0 per cent). In real terms, therefore, investment has cer- 
tainly fallen. This suggests that it is the fall in real investment expen- 
diture which has been mainly responsible for the disinflation in the 
latter part of the year. 

Within the investment category itself, public investment!® has 
risen by £27 m. (6:4 per cent). Private investment, however, has fallen 
by £12 m.—the increase in the rate of investment in fixed capital of 
fil m. (8-4 per cent) was more than offset by the decline of £83 m. 
(50-4 per cent) in the rate of investment in stocks.2° The great bulk of 
this increase in private fixed investment is accounted for by increases 
in “building and construction other than dwellings’’ (£40 m.) and 
“other capital equipment’’ (£23 m.). 24 Hence while most forms of 
private investment must have fallen in real terms, expenditure on the 
construction and equipping of factories has risen. This should have 
favourable repercussions on supply in the future. Since public invest- 

19. Defined as expenditure on public works. 

20. In non-farm stocks £95 m. The estimates of stock changes must, of course, 
be treated with great reserve. Nevertheless it seems possible that, if allowance is 


made for price changes, the real volume of stocks was unaltered during 1955/6. 
21. An increase of 40 per cent in the former and 7-9 per cent in the latter. 
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ment in fixed capital also rose by £27 m. (6°4 per cent) there is no 
detectable tendency on the part of the community to reduce its rate 
of provision for the future though there is an obvious tendency to 
economise in stocks.”* This is important for we are seeking not only 
to support a high rate of immigration but also to raise our living 
standards. Both tasks make necessary a high rate of investment jn 
fixed capital by public and private sectors alike. Hence, if for dig. 
inflationary purposes a reduction in investment expenditure becomes 
necessary, it is desirable that, as far as is compatible with absence of 
bottlenecks, it shall be brought about by a reduction in the rate of 
growth in stocks. The figures in Table VI suggest that this may have 
been achieved. Moreover, even within the sub-components of private 
fixed investment there are signs that the less essential items have 
suffered a relative decline.2* 

As against this favourable view it may be argued that a still 
better picture would have emerged had the reduction in domestic 
expenditure been brought about mainly by a decline in consumption, 
The increase in personal consumption was £243 m. (8:0 per cent) 
which, allowing for a 5-6 per cent rise in prices suggests a ‘‘real” 
increase of from 2-3 per cent. This is little if any more than the per- 
centage rate of growth in population.24 Hence real per capita con- 
sumption is unlikely to have altered appreciably. However, the addi- 
tional taxes introduced by the Prime Minister in March have, as yet, 
had relatively little time to show their full potentialities. There are 
some signs of a decline in the rate of growth in retail sales and it 
may well be that those who would prefer a greater degree of both 
investment and austerity will find comfort in future developments. 


5. Banking and Finance 


It is not possible in an article of this kind to give any comprehen- 
sive account of the workings of monetary policy. Nevertheless, since 
a restrictive monetary policy, with varying degrees of effectiveness, 
has been in operation since the last quarter of 1953/4 it is useful 
to attempt a brief statistical assessment of the impact of monetary 
restraint. Table VII sets out the behaviour of the principal financial 
series since June, 1954. 

The money supply, which increased by a negligible amount in 
1954/5, declined by £38 m. in 1955/6 primarily as the result of a 

22. It should be recalled that the figure for investment in non-farm stocks in 
1954/5 has been revised from £120 m. to £165 m. 

23. Thus, for example, while real expenditure on cars fell slightly, that on 
commercial vehicles rose. 

24. 24 per cent in 1955. 

25. I do not count myself among their number, particularly in so far as they 


rest their arguments upon the ratios of gross or net investment to gross national 
product and neglect questions of distribution. 
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TaBLe VII 
Principal Financial Series 
(£ m.) 
une une une Change Change 
954 955 956 1954-1955 | 1955-1956 
F (1) (2) (3) (4) (5) 
Demand Deposits .. ial .. | 1181-6 | 1174-9 |1127-7 —6-7 | —47-2 
Notes and Coin with Public es 335-0 352-0 | 361-0 +17-:0 | +9-0 
Total Money Supply (a) .. .. | 1516-6 | 1526-9 {1488-7 +103 |—38-2 
Trading Bank Deposits .. .. | 1470-8 | 1488-3 |1439-5 +17-5 |—48-8 
Savings Bank Deposits .. -- | 1010-0 | 1073-0 |1140-0 +63-0 |+67-0 
Hire Purchase Debt ‘ke “x 132-0 181-3 | 209-3 +49-3 |+28-0 
Bank Advances .. a? ed 777-7 916-2 | 895-8 +138-5 |—20-4 




















(a) Differs from Commonwealth Bank definition. 


decline in bank advances. This decline in advances is, of course, in 
marked contrast with the expansion of £138 m. in 1954/5—an expan- 
sion rightly described by Sir Arthur Fadden as ‘‘excessive’’. 

Hire purchase debt rose by £26 m. in the nine months ending 
in March, 1956. Unofficial estimates suggest that the end of June 
figures, when available, will not be higher than those of March. If they 
are not the rate of increase over the year will have been some 14 per 
cent. This again presents a marked contrast to the £49:3 m. (37 per 
cent) expansion in 1954/5. As a whole, therefore, Table VII suggests 
a year of increasing financial stringency. This suggestion is confirmed 
by inspection of the quarterly and monthly data. 

On the other hand, the figures in Table VII, taken by themselves, 
are not very revealing”® since what principally concerns us is how far 
monetary policy has been successful in reducing the availability of 
funds to the private sector. An unavoidably crude attempt to assess 
this is made in Table VIII. 

Interpretation of the incomplete data presented in this Table 
is neither simple nor free from ambiguity. The total given for institu- 
tional lending in 1954/5, for example, contains an element of double 
counting which cannot be precisely assessed but is possibly of the 
order of £25 m. This element may or may not be of the same order 
of magnitude in 1955/6. Again, because the June, 1956, breakdown 
of bank advances is not yet available it is impossible to correct the 
figure of —£36-9 m. for any decline (or increase) in advances made 
to hire purchase companies. Nevertheless, the Table does permit of 

_26. They do, however, emphasize the difficulties confronting those who wish to 
revive the quantity theory of money as a tool of applied economic analysis in the 
short run for, in a year in which the quantity of money fell, gross domestic expen- 
ditures rose by £324 m. (6:5 per cent) and the Interim Retail Price index by 


5 per cent. We can only conclude that the short period fluctuations in income 
velocity remain significant. 
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TaBLE VIII 
Institutional Lending to the Private Sector 
(£ m.) 
June 1954-June 1955 | June 1955-June 1956 Change on Year 
(1) (2) (3) 

1. Increase in Bank 

Advances 131-3(a) —36-9 — 168-2 
2. Increase in Hire Pur- 

chase Debt(d) . 49:3 28-0 —21-3 
3 New Money ‘New Issues 

by Listed Companies .. 87-0(b) 89-0(5) (c) +2-0 

by Unlisted Companies 36-3(b) N.a. n.a. 

















(a) Excludes advances to public sector and hire purchase companies. 
(b) Issues by hire purchase companies not separately available. 

(c) Nine months only. 

(d) Finance companies only. 


two general conclusions. First, institutional lending to the private 
sector will probably turn out to have been some £160 - £190 m. lower 
in 1955/6 than in 1954/5. Second, this decline will have resulted 
primarily from the absence of further large-scale expansion in bank 
advances. 

A third conclusion of some interest is that the reduced avail- 
ability of bank finance has been to some extent offset by increased 
raisings on the capital market. In 1955/6 new money new issues in 
the nine months ending March, 1956, exceeded those for the whole 
of 1954/5. Moreover, there was a substantial increase in the issue of 
notes and debentures for conversion purposes. Doubtless the proceeds 
of some of these issues were used to repay bank advances. This 
evidence, together with the sharp rise in the sums raised by the issue 
of debt rather than equity, indicates that borrowers, denied access to 
bank finance, have made good the deficiency as far as possible through 
the capital market.2” The ability to switch borrowing has, however, 
been incomplete. The decline in overall availability must, therefore, 
have been a factor in bringing about the decline in gross private 
investment—particularly in non-farm stocks. This serves to remind 
us of the opportunity which was lost through the inability to make 
monetary restraint effective during 1954/5. 


6. The Budget and the Prospects for 1956/7 


It is usual, in a survey of this kind, to discuss the budget pro- 
posals from two analytically distinct aspects. The first of these relates 


27. Preliminary estimates for the March quarter of 1956 show new money 
raisings by listed companies at a figure slightly below that of the March quarter 
in 1955, and some £12 m. below that of the December quarter. This may indicate 
that the new issue boom has passed its peak. 
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to the concept of the budget as the principal means of achieving (or 
maintaining) domestic balance. The second is concerned with its dis- 
tributional implications. However, in the budget brought down by 
Sir Arthur Fadden on the 30th August, 1956,28 the tax changes are 
negligible and the concessions to pensioners and taxpayers nugatory. 
Discussion of its distributional aspects can, therefore, be very brief 
indeed. Accordingly we shall devote the greater part of this section 
to considering whether the budget proposals are well or ill conceived 
from the point of view of macro-economic policy: that is well or ill 
conceived for the purpose of controlling inflation. 

To do this effectively we must first be clear as to official objectives. 
As we have seen, there has been, since the last quarter of 1955, a 
tendency for inflationary pressure to decline. It follows, therefore, 
that in framing the budget proposals the Treasurer could either aim 
at balance, and hence perhaps argue that disinflation had gone far 
enough, or embrace the wider objective of preparing the way for an 
attempt to reach not only external balance but external equilibrium. 
This would almost certainly involve further disinflation either as a 
preparation for an adjustment of the exchange rate or as a means 
of improving Australia’s relative cost position by holding our prices 
and costs steady while costs and prices abroad continued to rise. The 
indications are that the Treasurer has chosen, at least in the fiscal 
field,2® to pursue the more limited objective. *° The question at issue, 
therefore, is whether his proposals are likely to ensure balance during 
1956/7. 

The starting point of any enquiry into this question must be an 
attempt to forecast ex ante demands and supplies during 1956/7. 
Accordingly we proceed by assuming that ‘‘full employment’’ will 
continue and take the budget proposals as data. On this basis we then 
forecast market supplies on the one hand and the principal components 
in aggregate demand upon the other. From this statistical exercise, 
investment in stocks emerges as a residual balancing item. The problem 
of the budget can then be formulated in terms of the plausibility (or 
otherwise) of this residual magnitude. The forecasts which follow are 
therefore not forecasts of what will happen in 1956/7. They are 
merely essential steps in a process designed to test the consistency of 
the budget proposals with what seem, in the light of the available data, 
to be the most probable consequence of the ‘‘full employment’’ assump- 
tion. The obvious point of departure is the balance of payments. 

28. Rt. Hon. Sir Arthur Fadden Budget Speech, 1956/7. (30th August, 1956.) 
_, 29. The Treasurer’s recent proposals that the States should abandon cost of 
living adjustments may indicate a hankering after equilibrium rather than balance. 


her explanations, however, are equally plausible. 
30. Budget Speech, 1956/7, p. 3. 
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We estimate the import bill in 1956/7 at £730 m. This assume 
that the severity of import restrictions will be relaxed later in the year, 

In recent months the export price index has shown a slight ten. 
dency to rise. So too has the index of wool prices. It seems legitimate, 
therefore, to allow for export figures significantly above 1955/6. Ou 
forecast is £840 m. It should, however, be remembered that this figure 
may easily be proved wholly misleading.*! 

Taking into account the fall in imports we expect ‘‘Freight 
Payable’’ to be unaltered. ‘‘Other Invisibles’’ are likely to rige 
slightly.*2 Accordingly we add £3 m. to the figure for 1955/6. 

There is no basis for forecasting the behaviour of the capital items, 
Hence, since we know of no way of arriving at a more plausible figure, 
we retain the 1955/6 result in our 1956/7 estimates.** The reader is 
referred to footnote 3, page 2, for a reminder of the extremely hazard- 
ous nature of this guess. 

These figures give us an estimate of the 1956/7 balance of pay. 
ments which is set out in Table IX. 




















TABLE IX 
The Balance of Payments 
(In £ m.) 
1955-6 1956-7 Forecast 
Actual Forecast Change 
Current Account— 
Exports (f.0.b.) 7 Ae 3 +773 +840 +67 
Imports (f.o.b.) - nee - —819 — 1730 +89 
Trade Balance .. an os she —46 +110 +156 
Freight Payable Overseas... a —103 —103 —_ 
Other Invisibles a bs ee —72 —75 —3 
Current Account Balance os A —221 —68 +153 
Capital Account— 
Public and Private Borrowing ee +143 +143 —_ 
Movements in International Reserves —78 +75 +153 














The forecast decline in imports has, of course, an important 
impact on the market supplies available in 1956/7. Our next step is to 
set out an estimate of the change in domestic market supplies as 8 


31. On the analogy of Korea, wool prices could easily exhibit a direct relation 
with the recalcitrance of Colonel Nasser. ; 

- Slightly increased estimates for expenditures by government and on foreign 
trave 

33. Since no attempt has been made to correct the current receipts figures - 
allow for the increase in foreign expenditure within Australia resulting from 
a Games, continuation of the high figures of 1955/6 seems slightly so 
plausible. 








=) ted bt OO 





Nov. 
assumes 
the year, 
ght ten. 
ritimate, 
1/6. Our 
is figure 
‘Freight 


to rise 


al items, 
e figure, 
eader is 
hazard- 


of pay- 





forecast 


Change 





+67 
+89 





+156 





—3 





+-153 





1956 THE AUSTRALIAN ECONOMY 203 


whole—still, of course, retaining our assumption of continuing ‘‘full 
employment’’. 

In 1955/6 the number in civilian employment rose by 2 per cent. 
Qn the ‘‘full employment’’ assumption this rise should recur in 
1956/7. In 1955/6 non-farm productivity appears to have increased 
by about 2 per cent. This increase seems unlikely to recur in 1956/7 
for experience abroad suggests that even a mild degree of disinflation 
tends to retard the growth in productivity. We therefore assume a 
rise of only 1 per cent. It is common ground that factor prices in 
1956/7 will be higher than in 1955/6. Assuming factor prices in 
1956/7 to be 3 per cent above 1955/6, this gives us a figure for non- 
farm production some 6 per cent above 1955/6, i.e., roughly £4,125 m. 

Estimating farm incomes is particularly troublesome since both 
farm prices and costs seem likely to increase. On balance it seems 
reasonable to forecast a slight rise to a level of £440 m. 

On the basis of the available budget proposals, both Common- 
wealth and State, and the assumed increase in factor prices, indirect 
taxes net of subsidies are estimated at £632 m. Adding depreciation 
allowances of £383 m. we obtain a gross national product of £5,575. 
This gives the forecast change in market supplies set out in Table X. 














TABLE X 
Market Supplies 
1955-6 1956-7 Forecast Forecast 
Actual Forecast Change calle 
£m. £m. £m. % 
Gross National Product 5194 5575 +381 +7:4 
Farm .. a “% 414 440 +26 +59 
Non-farm a ree 4780 5135 +355 +7-4 
Add Imports Pe $e 1018 919 —99 —9-7 
Less Exports aC ee 878 940 —62 —71 
Domestic Market Supplies 5334 5554 +220 +41 
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These calculations are obviously very crude. For what they are 
worth they suggest that market supplies will rise by some £220 m. 
(about 4 per cent). On our price assumptions, it follows that in 
“‘real’’ terms supplies will be broadly unchanged.*4 Thus the enforced 
reduction in imports virtually nullifies, in real terms, two-thirds of the 
predicted increase in non-farm output. 

We now pass to the consideration of aggregate demand. If any- 
thing the estimates here are more hazardous than those already made. 

In 1955/6 real per capita consumption rose very little if at all. 
Assuming real per capita consumption unaltered and market prices, 


34. Possibly a slight fall. 
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on average, some 4 per cent higher, personal consumption should rise 
by about 6 per cent to a total of £3,520 m. Adding £55 m. for the 
expenditure of financial enterprises we obtain £3,575 m. for ‘eon. 
sumption’’ as defined in Table VI. 

The available public authority estimates suggest an increase of 
from 4-5 per cent in current expenditure. This gives us a figure of 
£565 m. Assuming some rise in expenditures on public works, public 
authority expenditure is put at £1,025. 

The evidence on which to forecast the behaviour of gross private 
investment in fixed capital is extremely scanty. Nevertheless on the 
basis of recent trends, we suggest a total of £926 m.*5 This enables us 
to draw up Table XI, bringing together the forecast changes in 











demands and supplies and deriving investment in stocks as a residual 
balancing item. 
TABLE XI 
Estimate of Domestic Demands and Supplies: 1956-7 
in £m. 

Supplies £m. Demands £m, 
Non-farm Product .. | 5135 | Consumption (a) ‘ or .. | 8575 
Farm ; ad 440 | Public authority expenditure— 

Add imports a 919 current a = -- | 565 

Less exports ne 940 public works ‘ = -. | 460 
Gross private investment— 

dwellings .. ne -. | 204 

other building and construction + | 

trucks, utilities, etc. ne +3 ss 76 

motor cars and cycles... rir a 179 

other capital equipment .. a -. | 323 

Investment in stocks (residual) .. a 28 

5554 5554 

















(a) Includes expenditure by financial enterprises. 


It is, of course, impossible to reiterate too often the very specu- 
lative nature of many of the estimates in Table XI. On the face of it, 
however, the figure for planned investment in stocks (£28 m.) appears 
to be implausibly low. We therefore have no choice but to conclude 
that, on the basis of the budget proposals, some resurgence of excess 
demand during the forthcoming year is more probable than renewed 
disinflation. 


35. We have assumed the following changes in real terms: private dwelling 
construction (no change); other building and construction (no change) ; trucks 
and utilities (—10 per cent) ; cars and motor cycles (—10/—11 per cent) ; other 
capital equipment (no change). The evidence for these assumptions is mainly the 
general stringency of finance coupled with the trends revealed in Treasury Informa 
tion Bulletin, No. 3 (July, 1956). 
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On the other hand, it can be argued that our assumption of a 
lper cent rise in productivity is unduly pessimistic. A further 1 per 
cent increase would raise the stock figure to £80 m.** This, coupled with 
adownward adjustment in private investment in ‘‘other capital equip- 
ment’’ of (say) £10-£15 m. would raise the stock figure to near £100 m. 
—an amount often regarded as plausible. Both these modifications to 
our figures are far from unlikely. It is not possible, therefore, to assert 
with any measure of confidence that the budget is too mild. Indeed, it 
may well turn out to be about right. On the other hand, even in terms 
of the limited objectives of securing and maintaining balance, it seems 
that any error lies in the inflationary direction. 

In a budget of so few changes, extensive discussions of the dis- 
tributional problems is unnecessary. The concessions made, considered 
individually, seem reasonable enough and it is possible that con- 
tractual saving may be stimulated by the relief on account of super- 
annuation and insurance payments. On the other hand it cannot be 
denied that these concessions benefit, in the main, members of the 
upper income groups. In a year in which the legitimate hopes of old 
age pensioners have again been deferred, it might have been wiser to 
delay these concessions, particularly since the distributional aspects of 
Mr. Menzies’ Economic Measures were not wholly acceptable. To 
intrude a personal view: I would have preferred these concessions to 
be coupled with a more general and generous revision of pension rates*? 
financed by an increase in income tax falling, in the main, upon those 
with taxable incomes in excess of (say) £1,500 per annum. Coming 
hard upon the heels of an attempt to eliminate the automatic cost of 
living adjustments, the principal protection of the wage earner in 
situations where the authorities fail to restrain demand inflation,** 
the neglect of pensioners seems to indicate not only a want of imagina- 
tion but a lack of compassion. It is easy to understand the Treasurer’s 
preference for leaving what is apparently well enough alone. Never- 
theless, there is also the obligation to ensure distributional justice. 


7. The Problem of Economic Policy 


It needs only a slightly optimistic interpretation of the previous 
section to conclude that 1956/7 is likely to be a year of approximate 
balance. If this conclusion is correct, it would not appear inappro- 
priate to conclude this survey by a few remarks upon the problem of 
economic policy. For, by attaining balance, even if only temporarily, 
we shall have earned the time in which to learn the lessons of the 

36. Assuming, rather implausibly, that other things remain unaltered. 

37. Some pension rates did benefit from minor adjustments. 


_ _ 38. And an important incentive to the authorities to take appropriate dis- 
inflationary action soon enough. 
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immediate past and plan our approach to the problems which sti] 
remain for solution. 

At the risk of some over-simplification it is possible to reduce thes 
problems to two. There is first the need to devise means whereby, if 
the difficulties of 1955/6 threaten to return, we shall be better able 
to take preventative and curative action.®® Second there is the problem 
of replacing external balance by external equilibrium: that is of devis. 
ing and implementing policies designed to remove the fundamental 
disequilibrium which Australia appears to be suffering from m 
external account.*® Clearly the second of these cannot be tackled effee. 
tively until some progress has been made with the first. Since we 
cannot, in the space available, usefully discuss both, we shall confine 
our remarks to the former. 

At present the Australian authorities have at their disposal three 
main weapons of overall economic control: monetary policy, fiscal 
policy, and import restrictions. During 1954/6 none of these devices 
behaved very satisfactorily. If the introduction of specific control 
is to be avoided it seems essential to improve their technical efficiency“ 
This point can be illustrated very simply by reference to the record 
of monetary policy during 1954/5. 

It is a matter of record that, as early as August, 1954, the Com- 
monwealth Bank forecast the resurgence of inflation unless the growth 
in bank advances was restrained.” It is equally a matter of record 
that, during 1954/5, the Bank followed a policy designed to secure 
restraint. A glance at Table VIII suggests that its policy was unsue- 
cessful. This conclusion is amply confirmed by Sir Arthur Fadden’s 
strictures during the budget speech of 1955/6 and the subsequent 
attempts of the Prime Minister to evoke restraint by exhortation and 
consultation. In the face of this record the conclusion that the powers 
of the Commonwealth Bank are, for one reason or another, inadequate 
seems inescapable.** 

A broadly similar tale can be told of fiscal policy. Before his 
budget of 1954/5, the Treasurer must have been in possession of the 
Commonwealth Bank’s perfectly correct assessment of the prospects 
for 1954/5. The budget, however, was not in any sense disinflationary. 

39. At one point the authors of the Economic Survey state (p. 43) “our 
troubles arise largely within Australia from which it follows that they lie within 
the ambit of our own control”. In principle this is doubtless true. But as a state- 
ment of fact it is in almost complete contradiction with recent experience. 

40. See Lundberg and Hill, “Australia’s Long-Term Balance of Payments 
Problems”, Economic Record, May 1956, p. 36. 

41. Some of the suggestions made at the recent Premiers’ conference serve t0 
underline this view. 

2. Commonwealth Bank, Annual Report (June, 1954), pp. 22-24. 

43. cf. Dr. H. C. Coombs “The Development of Monetary Policy in Australia’, 


English, Scottish and Australian Bank Research Lecture given at the University 
of Queensland (Sept., 1954). 





Nov, 
lich still 


1ce these 
ereby, if 
tter able 
problem 
of devis. 
|amental 
‘Tom on 
ed effec. 
ince we 
| confine 


sal three 
y, fiscal 
- devices 
controls 
ciency.!! 
e record 


he Com- 
» growth 
f record 
) secure 
3 unsue- 
‘adden’s 
sequent 
jon and 
powers 
dequate 


ore his 
1 of the 
rospects 
tionary. 


13) “our 
ie within 
a state- 
>ayments 
serve to 


ustralia’, 
niversity 


















































1956 THE AUSTRALIAN ECONOMY 207 


Again, in the budget speech of 1955/6, the Treasurer not only 
remarked that ‘‘we have around us the signs of active inflation’’ but 
gave an analysis of the events of 1954/5 which completely confirmed 
the accuracy of the Commonwealth Bank’s forecast. The budget pro- 
posals, however, did nothing to produce a disinflationary fiscal policy. 
Indeed it was not until March, 1956, that the Prime Minister intro- 
duced the fiscal measures which would not have been premature to any 
important degree had they been brought down in the budget of 1954/5, 
some twenty months previously. Again it was only in March, 1956, that 
the policy of bond market support was abandoned despite the fact that 
it was in clear contradiction to the policy of monetary restraint fol- 
lowed by the Commonwealth Bank since the fourth quarter of 1953/4. 

Thus of the two principal weapons available to the Commonwealth 
authorities in their attempts to control domestic expenditure, fiscal 
policy suffers from a ‘‘political’’ and (possibly) administrative lag 
which can be variously assessed at between 10 and 20 months, while 
monetary policy is not only inhibited in its bond market aspects by 
asimilar lag of anything from six months to a year, but also liable 
to frustrations in other fields because of the weakness (partly tech- 
nical and partly ‘‘political’’ in origin) in the position of the Com- 
monwealth Bank. 

This is not a happy record. But it would be less disturbing than 
it is if the Australian economy was characterized by great stability 
in the domestic sphere and invulnerability to fluctuations originating 
overseas. These, however, are precisely the characteristics which it 
does not possess. Indeed, not only does it not possess them but there 
is every sign that, in its attempts to move forwards along a ‘‘full 
employment’”’ path, it will exhibit chronic instability upwards as well 
as extreme sensitivity to fluctuations originating abroad. 

In the concluding passages of his earlier survey, Professor Down- 
ing urged that our aim should be to follow, as closely as possible, the 
narrow (and tortuous) path between inflation and depression. As a 
corollary he very rightly pointed out that our need is for ‘‘ flexible 
policies to suit changing circumstances’’4® The performance of our 
two main overall controls during 1954/6 suggests that we are a long 
way from being able to implement such policies even were we able to 
formulate them. 

While it seems essential that these criticisms should be made, it 
must be pointed out that ‘‘political’’ and constitutional factors render 
the position of the Commonwealth authorities very difficult. The 
presence of these factors in such an obvious form places the economist 
who feels the need to discuss policy in a dilemma. On the one hand, 


44. R. I. Downing, of. cit., pp. 26-7. 
45. Ibid. p. 26, italics not in the original. 
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he can confine his proposals to what seems ‘‘politically’’ acceptable, 
in which case, since ministers are presumably better judges than he 
on this point, he is forced to take refuge in the silence of resignation 
or cynicism. On the other, he can make suggestions which may, or may 
not, fall within the ambit of the ‘‘politically’’ possible.4* On balance 
the latter course seems preferable. Before we follow it, however, we 
must take note of what the authorities have done to improve the 
position. 

The root cause of many of the ‘‘political’’ difficulties which beset 
the Commonwealth authorities is the lack of understanding of economic 
affairs displayed by the general public. Recently the authorities have 
taken some very sensible steps which, in the longer run, should help 
materially to improve the position in this respect. The publication of 
the Economic Survey, for example, cannot but do good—particularly 
if the daily press forms the habit of giving it a prominent and detailed 
annual review.*? Again, the introduction of the Treasury Economic 
Bulletins is to be welcomed for precisely similar reasons. Nevertheless, 
these measures will bear fruit, if at all, only in the long run. Our task 
must be to find more immediate ways of improving our means of 
control. 

Since the ‘‘political’’ constraints affect mainly the use of fiscal 
devices, it is urgent to consider whether the admitted lags in fiscal 
policy cannot be partly offset by endowing our monetary techniques 
with greater breadth, precision, and flexibility. This is not to deny 
that ‘‘political’’ difficulties also exist in the monetary field as do 
constitutional obstacles.4* It is merely to suggest that, in this par- 
ticular field, it may be possible to overcome them—at least in part. 

To give two examples: in an economy of the Australian type it 
appears improbable that monetary policy can be conducted effectively 
unless the monetary authority has power to control capital issues, to 
modify the terms on which hire purchase finance can be obtained, and 
(in consultation with the Treasury) to alter bond rates.4® Formally, 
at least, constitutional barriers impede the use of the first two. At the 
recent Premiers’ Conference on wages, some at least among the 
Premiers seemed prepared to accept an extension of Commonwealth 

46. Thus laying himself open to the charge of being irresponsible. 

47. In connection with the Economic Survey one wonders whether it might 
not be beneficial to follow the United Kingdom practice of producing both “tech- 
nical” and “popular” versions. 

48. It is a good indication of the “political” nature of much thinking on central 
banking that the only question in this field on which the government has recently 
expressed its policy is that of the further separation of the Commonwealth Bank 
and Commonwealth Trading Bank. In view of the difficulties experienced in the 
conduct of monetary policy this scarcely seems a matter of any great urgency. 

49. Two of these powers have been retained and used by Conservative Chancel- 
lors in Britain. If the British authorities, with a far more powerful central bank 


and a no more unstable economy, find them necessary there is an obvious con- 
clusion to be drawn with respect to Australia. 
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powers. If at the next conference the Commonwealth proposed the 
grant of powers to control capital issues and the terms of hire purchase 
lending, is it certain that the Premiers would refuse? We cannot be 
ertain that it is: though we may be completely certain that if the 
Commonwealth does not put the case for the grant of such powers 
forcefully and frequently, they will still be lacking in the next 
domestically originating inflation.®® 

Again, though I know of no evidence directly bearing on the 
point," it is impossible to believe that the Commonwealth Bank was 
willingly following a policy of bond support after June, 1955.52. Surely 
it should be possible to modify the positions of the Bank and the 
Treasury with regard to bond policy in such a way as to allow the 
initiative to reside with the Bank—perhaps by allowing the Bank to 
determine bond policy subject only to the Treasurer’s right to impose 
a public veto. Alternatively, in the light of our past experience,®* 
would it not be possible for the Treasury to adopt a more flexible 
attitude on bond prices? 

Other and more detailed suggestions could easily be made. This, 
however, is not the place to make extensive proposals for the improve- 
ment of our monetary techniques. Indeed, the brief discussion of 
monetary policy has been only illustrative of a general proposition. 
This, if we may borrow a metaphor from Professor Lerner, can be put 
thus. Our self-imposed aim is to drive the economic car as rapidly as 
possible along a narrow and winding road. Our prospects of doing 
so successfully are not improved if the fiscal steering gear operates 
only after three or four complete turns of the wheel and the monetary 
brake only produces a reduction in speed at the next corner but one. 
In such a situation we have two alternatives. We may reduce speed— 
which in practice means reducing the rate of development.54 Or we 
may seek to improve our controls. The purpose of these remarks has 
been to advocate the latter course. 

D. C. Rowan 
The N.S.W. University of Technology. 


Statistical and Other Sources 


1, National Income Estimates, 1954/5. Government Printer, Can- 
berra. F.891/56. 

2. National Income Estimates, 1955/6. Government Printer, Can- 
berra. F.4476/56. 


50. Quite apart from the inflation argument there is a case for capital issues 
control as a means of influencing the composition of investment expenditures. 
51. For indirect evidence, consult Dr. H. C. Coombs, op. cit. 
52. A more cynical suggestion would be after June, 1954. 
53. Particularly that of “switching” by institutional investors during 1950/51. 
54. And probably the level of employment. 
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THE NEW ZEALAND ECONOMY, 1955/56! 


1. Introduction 


A cursory inspection of the relevant statistics suggests that over 
the past twelve months there was comparative stability and a tendency 
towards reasonable equilibrium in the New Zealand economy. The 
consumers’ price index has risen only slightly, the balance of pay- 
nents, although still showing a deficit, improved somewhat from the 
previous year, incomes and output have increased, retail trade has 
been steady, unemployment has been negligible, and there has been 
little serious industrial unrest. It thus seems that post-war inflationary 
excesses have worked themselves out, and we can look forward to 
full employment and a steady or slowly rising level of prices. 

But if we look a little deeper and investigate the causes of this 
comparative stability, somewhat different conclusions may emerge. 
Price stability, for instance, has been maintained chiefly because of 
steady import prices and greater supplies of materials and consumer 
goods from overseas. The improvement in the balance of payments has 
been caused not by any reduction in imports, which have in fact 
increased slightly; it resulted from higher export earnings. Bank 
advances are still at very high levels in spite of efforts to reduce them 
by pressure on the liquidity of the banks. In the labour market 
vacancies remain large, actual wages exceed award wages in many 
eases, and labour turnover is costly. The Government has recently 
granted wage and salary increases to civil servants and allied occupa- 
tions, and there is the likelihood of a general wage claim by the 
Federation of Labour later this year. These factors indicate that there 
is still considerable inflationary pressure in the economy. 

In the past, it has been largely true that overseas influences (e.g., 
shortages of supplies, rising prices for exports and imports) have been 
responsible for setting off inflation. But in the last year or two external 
influences have been slight. We have already commented on the 
stability of import prices and greater availability of supplies. Although 
export earnings are up considerably, this is more the result of 
increased sales last year than of higher prices. The change-over to 
free marketing in 1954 caused some backlog in sales of dairy products 
and meat, while there has also been higher current production. 
Exporters’ incomes have therefore not been affected very much. Thus 
the continuing pressures come from high levels of domestic expendi- 
ture by both Government and private sectors. 


1. Unless otherwise stated, the statistics quoted in this survey have been taken 


= _— Abstracts of Statistics and Bulletins of the Reserve Bank of New 
ealand. 
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Government expenditure on goods and services has increased by 
20 per cent since 1952, mainly because of greater outlays on social 
services, education and health, which come with a growing population, 
Defence expenditures have also gone up, and public capital expendi. 
tures have been considerable. But the largest increases have occurred 
in personal spending on consumer goods, which has risen by 30 per 
cent, and in private fixed investment, which is over one-third higher, 
It appears that the internal spending boom has not been controlled, 


2. Prices and Incomes 


The rate of increase of consumers’ prices continued to slacken 
during 1955/56. The all-groups index moved from 1,418 at March, 
1955, to 1,453 in March, 1956, a rise of 2:5 per cent. This compares 
with increases of 3 per cent in 1954/55, 5:4 per cent in 1953/54 and 
4°3 per cent in 1952/53. Most of the past year’s rise came in the last 
quarter so that, for the greater part of the year, the cost of living 
was remarkably steady. 

Food prices have increased by 2.8 per cent mainly because of 
higher prices for fruit and vegetables; meat prices, following the over- 
seas market, rose till December and have since declined. There has 
been some relaxation of rent controls lately and, as a result, rents 
have gone up 5 per cent. Prices for fuel and lighting and of clothing 
and footwear have risen slightly, but those of household durable goods 
have been stable, reflecting stable import prices and better supplies. 

Wholesale prices have remained steady, and this is true of both 
locally produced and imported items. 

The cost of living is strongly linked with the cost and supply of 
imports. Steady import prices and better supplies have been important 
factors in limiting local price increases in the last twelve months. 


TABLE I 
Price and Wage Indezes 


ee 























Percentage change from previous year 
Retail Wholesale — Rena, 
prices prices (Male) 
0 %o % 
Le Se arr +4-3 +11-0 +6:7 
Peper 6 es, eR as +5-4 —1-1 +7°5 
SN Sires. coeniesy ah +3:0 —0:8 +3°2 
1955/56 . +2°5 —0:8 +1:2 





As we might expect, money incomes have expanded considerably 
in recent years. The anual increases of private incomes since 1952 
have been 5 per cent, 10 per cent and 9 per cent respectively. These 
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empare with annual increases of the labour force of 2 per cent, 2°7 
per cent, and 1:7 per cent. The increase in the volume of production 
have been of the order of 3 per cent per year.? 

Salaries and wages have risen by 30 per cent in the last three 
years (1952/55). While there have been considerable rises in award 
rates, iN Many cases actual wages exceed awards. The Arbitration 
Court has frequently pointed to this gap. A recent survey conducted 
by the Labour Department showed that, in building and engineering 
trades, actual wages, excluding overtime and other payments, were 
about 12 per cent above awards. Average weekly earnings for all 
workers in industry were £12/7/0 in October, 1954; a year later they 
were £13/4/0. 

Excessive demands for labour are also apparent in the large 
number of notified vacancies. If monetary policy were effectively 
applied we should expect the demand for labour to ease, and this to 
show itself firstly in a fall-off in the number of vacancies. The latest 
figures, May, 1956, do show a fall which is partly seasonal, but there 
are still many vacancies. 

Professional incomes have risen by 22 per cent, and private 
business incomes by more than one-third. Farm incomes have also kept 
pace with other incomes, but partly at the expense of drawing on the 
stabilization and wool retention accounts. Company income, too, has 
expanded. The relatively fixed incomes of interest, rent, pensions, have 
naturally lagged behind the rises of other incomes. 

These increases of income have been the source of high levels of 
domestic expenditure from all sections of the economy. 


3. The Balance of Payments 


One natural consequence of the inflationary pressure has been 
the increased demand for imports and for bank credit to finance them. 
In conditions of excess demand, the marginal propensity to import is 
likely to be considerably greater than the long-term average propensity. 
Although receipts from exports increased considerably and overseas 
borrowing continued, there was an adverse balance of £16°6 m. in 
New Zealand’s overseas transactions last year. This was some improve- 
ment over the previous year, when the deficit was £34:9 m. But net 
overseas assets at March, 1956, had fallen to £84 m., equal to about 
three months’ payments at the current rate. It is clear from the level 
of reserves that the ‘‘credit squeeze’’ must be intensified and main- 
tained. 

As in past years, New Zealand had a large deficit (£44 m.) with 
sterling area countries, over half of it arising from transactions with 
Australia. There was also a large unfavourable balance with the 


2. For 1954-55 the increase was 7-9 per cent. 
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United Kingdom. Nor did we help the sterling area reserves in trade 
with dollar area countries. Our adverse balance last year was double 
that of the previous year. On the other hand, a considerable surphy 
was earned from trading with the European Payments Uni 
Countries and others. 

Recent movements in the balance of payments are set out in the 























following Table. 
TABLE IT 
The Balance of Payments 
(£N.Z. million) 
1954/55 1955/56 
Current Account— 
ees ESAs. 22 see eee: ba 216-3 273-4 
NORRIE SIEM ose) Si ix rice ceed cuss 13-7 17-9 
PU ORONNE Gs toads es Aoeaks OSs 230-0 291-3 
Imports— 
RN ees ke Re: Ricy ide ees Us Seance Se 232-2 242-2 
OR ere ee 20:8 22:3 
ee re eee 34-9 36:1 
Net interest, etc., owed abroad .. .. .. .. 1-7 4-6 
IIE os he. oo Saree tag ae coat ee 289-6 305-2 
Se a ea —59-6 —13-9 
Capital Account— 
Government and private borrowing .. .. 24-9 5:3 
Change in overseas funds .. .. .. .. .. .. —34-7 —9-38 











The balance of payments figures show a marked improvement in 
receipts from butter and cheese exports, from £40 m. in 1954/55 to 
£70 m. in 1955/56. It appears that at March, 1955, considerable stocks 
of butter and cheese were held in cool stores because of unfavourable 
prices in overseas markets. This affects earnings of foreign exchange, 
but not exporters’ incomes. Butterfat production for the nine months 
to the end of March, 1956, was 4 per cent above the previous year. 
While cold store stocks of butter in the United Kingdom are again 
seasonally high and advances to marketing organizations by the 
Reserve Bank are up correspondingly, over the twelve months dis- 
posals have increased and average prices have been better than in the 
previous season. The United Kingdom cheese market in particular has 
recovered from lower prices, the main reason being smaller supplies 
from New Zealand and Australia and lower home production. New 
Zealand cheese production fell by 9 per cent because of the switching 
of some factories from cheese to other products (e.g., casein). 


3. It is thought that a decline in Government overseas balances may account 
for the discrepancy. 
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Meat exports also earned considerably more in overseas exchange. 
4s with dairy products, stocks of meat in store show a tendency to 
inerease around March. At March, 1956, they totalled 121,000 tons, 
sbout the same as last year. But killings of frozen and chilled meat 
for export are up slightly this season and average prices are higher. 

There has been some weakening of wool prices this season—offset, 
however by a small increase in production, so that export earnings 
from wool have risen by £7 m. to £98 m. Tighter credit conditions in 
the main wool-buying countries (forcing lower stock holdings) are 
blamed for forcing prices down. Wool production has been below 
etimates because of adverse seasonal conditions, and the rate of 
increase is only one per cent compared with an estimated 4 per cent. 

An important aspect of free marketing of our export products is 
the possibility of marked seasonal variation of prices. Before the war 
a definite pattern was set, with prices rising between March and 
October as supplies fell off, and then falling as supplies showed the 
normal seasonal increase. So far, with minor exceptions, a similar pat- 
ten is appearing. Last year prices for butter continued rising until 
December because of the effects of drought conditions in the Northern 
hemisphere. The decline of prices since, it has been claimed, has been 
aggravated by United States disposals of surplus stocks. Renewed 
competition from the Argentine (especially in the chilled and frozen 
beef trades) is blamed for the heavy fall of beef prices in the first 
months of this year. It has been necessary to supplement local schedule 
prices with deficiency payments under the Meat Industry Price 
Support Scheme. 

There has so far been little evidence of the tighter monetary policy 
restricting imports. Last year private imports rose by 5 per cent, and 
bank advances to importers did not decline. It is clear that the effects 
of the excess demands which cause most concern are the continuing 
high rate of imports and the declining level of overseas reserves. For 
the first five months of this year, however, private imports have 
averaged £18°4 m. as against £20-1 m. for the same period of 1955. 
But this small improvement will have to continue if there is to be 
equilibrium in the balance of payments this year. 

The composition of imports for the last three calendar years is 
given in Table 3 below. This shows that the greatest increases have 
been in imports of materials, machinery and equipment needed for 
local industries. 

New Zealand industries depend on imports from some 40 per cent 
of their materials and for practically all capital equipment. Since 
1949/50 industrial output has increased by over 30 per cent and 
greater imports have been required to sustain this growth. 








216 THE ECONOMIC RECORD Nov, 
TABLE IIT 
The Composition of Imports 
(£ million C.D.V.) 




















1953 1954 1955 

Food, Beverages, Tobacco .. .. .. .. .. 19-7 24-8 26:3 
Mineral Fuels .. .. aE tected 13-1 15-0 16-7 
Chemicals (including Fertilisers) ws 8-1 13-2 15-7 
Base Metals and Manufactures of Metal . 22-9 27-2 35-1 
Machinery and Transport Equipment .. .. 47-0 61-5 75-3 
Textiles, Clothing and Footwear .. .. ..| 23-6 35:3 37:3 

PG 2 Tekh ela ee SS 213-2 251-2 





It is frequently claimed in some quarters that our adverse trade 
balance could be remedied by stronger import controls, especially on 
consumers’ goods. But consumers’ goods are now only about 16 per 
cent of imports compared with a pre-war average of over 30 per cent. 
Consumer goods have been heavily reduced to essentials not produced 
locally, such as tea, coffee, sugar, petrol, cars and other durable goods, 
In any case the consequent increase of inflationary pressures would 
further raise manufacturers’ demands for imports and labour, hamper 
development projects and threaten the cost-structure of the export 
trades. 

Import prices have been stable for the past three years while 
average prices for exports have increased, although only slightly last 
year. As a result the terms of trade did not change. The figure stands 
at 123 (1952 = 100). But for such favourable terms of trade, our 
overseas deficit would have been greater, for the volume of imports 
has been increasing at a faster rate than the volume of exports. 


4. Monetary Policy 


The 1954 Eonomie Survey claimed that ‘‘monetary policies were 
a factor in the improvement (in the economic situation) which has 
taken place’’. It seems difficult to accept this claim, for the volume of 
money, trading bank advances and imports have all increased since 
1953. But the latest figures for advances and imports give some hope 
that current credit policies are having the desired effect. 

During the last year there has been evidence of monetary policy 
being applied more rigorously. The minimum reserve ratios were raised 
several times and, at January, 1956, were 26 per cent of demand 
deposits and 74 per cent of time deposits. This action necessitated 
fairly heavy borrowings from the Reserve Bank throughout the year. 
Moreover, the discount rate of the Reserve Bank was raised to 7 pe 
cent in October, 1955. The ratios were temporarily relaxed in Mareb 


19 


to 
Ta 


— 4 eed 





Nov, 





rse trade 
cially on 
it 16 per 
per cent. 
produced 
le goods, 
es would 
, hamper 
ie export 


rs while 
thtly last 
re stands 
rade, our 
imports 
rts. 


cies were 
yhich has 
rolume of 
sed since 
ome hope 


ry policy 
are raised 
' demand 
cessitated 
the year. 
to 7 per 
in Mareh 











1956 THE NEW ZEALAND ECONOMY 217 


to cover the period of income tax payments but have since been 
raised.* 

Trading bank advance rates have also been made more flexible by 
diminating the 4 per cent minimum and 5 per cent maximum limita- 
tions. The banks are now permitted to fix rates to individual borrowers 
at their discretion, providing the average rate does not exceed 5 per 
cent per annum. 

These actions have so far achieved little more than a slowing down 
of the rate of growth of advances. In March, 1956, advances were only 
$6 m. less than a year ago, and unexercised overdraft authorities 
£10 m. lower, so there has been a moderate decline in credit facilities. 

The distribution of advances is shown below: 

















TABLE IV 
Analysis of Trading Banks’ Advances 
(£ million) 
March figures 
1954 1955 1956 
BI Satie Sie cre ae ht aah amas 24-6 29-3 26-7 
Industries allied to primary production .. .. 20-8 33-2 39-6 
ee a ee 22-9 28-6 29-5 
Merchants, wholesalers— 

(a) Mainly importers .. 11-0 14-1 14:5 
UMONED 3c sc ks st 3-9 5-3 5°5 
Ris 559 xe) 0) vas 14-9 19-2 17-2 
Transport .. .. 3-9 4-0 4-0 
All other . 44-4 50-6 41-1 
WOME GAVONORS kc oc: ks cs 0s 0s 4s oct RRA 184-2 178-2 
Unexercised authorities .. .. .. .. ..| 103-5 98-6 87-9 




















The main changes last year were in advances to freezing works, 
meat companies, ete. (+£6 m.), woolbuyers (-+-£2:1 m.), private 
individuals (—£5-1 m.), dairy farmers (—£2°8 m.), financial com- 
panies (—£2-1 m.), and retailers (—£2-0 m.). 

The traditional field for bank advances is the provision of work- 
ing capital to businesses. Tighter credit conditions should then force 
smaller holdings of stocks and lessen pressures on the labour market. 
Retail stocks increased by £3°3 m. despite the reduction of advances 
to retailers. The figures for advances to wholesalers and manufac- 
turers do not suggest greatly increased stocks. On the other hand the 
seasonal increase of stocks of export products would account for 

4. In June a new system was introduced. The reserves will now include trading 
banks’ holdings of bank notes, and the amount of borrowing by the trading banks 
will depend on the Reserve Bank’s estimate of a desirable level of advances in 


relation to the actual level. The ratios at present in force are 32 per cent of demand 
deposits and 10 per cent of time. 
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increased advances to freezing companies and woolbuyers. Excessive 
demands for labour, however, still exist, with registered vacancies 
exceeding 14,000. 

There can be little doubt that bank credit has also been used to 
finance long-term capital investment, and this is one of the main 
reasons why so far there has been little success in reducing advances, 
The effects of tighter credit in the short run will be concentrated on 
reducing advances to importers, private individuals and for working 
capital needs. The policy of the Capital Issues Committee in refusing 
firms access to the capital market in order to repay loans can be 
strongly criticised. If this were permitted there would also be a check 
to other forms of investment expenditure, if only by reducing the 
supply of funds available on the market. 

Monetary policy to be effective must put pressure on the liquidity 
of the trading banks and so affect the supply of credit. Higher interest 
rates are certainly necessary, but within the customary range of 
adjustments are not likely to affect materially demands for bank 
loans. It is surely not wise to allow demands for credit to determine 
the supply if these demands cannot be influenced by monetary policy, 
Central banks can, however, influence the supply of credit. 


5. Saving and Investment 


It is well known that if spending plans of the community are 
excessive in relation to available supplies, inflationary symptoms 
develop. These may be manifested by rising prices which force those 
on relatively fixed incomes to obtain a smaller share of goods and 
services, by an excess of imports over exports, by a heavy reduction 
of stocks of goods or, as is more likely, by some combination of these. 
New Zealand has experienced all these in the post-war years. In some 
years prices have risen considerably, in others stocks have been 
reduced, while in the last two years the main effects have been felt 
on the balance of trade. 

Total spending can be divided between public and private spend- 
ing, and these in turn into current or consumption expenditures and 
capital or investment expenditure. 

Since 1952 the largest increases have been in private spending for 
consumption and capital-formation. Personal consumption has gone 
up from 62 per cent of gross national product in 1952/53, to 64 per 
cent in 1953/54, and to 66 per cent in 1954/55. At the time of writing, 
data for 1955/56 were not available, but there are no indications of a 
fall in consumption expenditures. Over the last year retail sales 
increased by 3 per cent, and motor car imports went up from 40,000 
to 47,000. There are other factors too, indicated below, which point 
the same way. 
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Greater availability of goods from imports and local production 
has stimulated consumption. The largest increases have been in sales 
of household durable goods (e.g., washing machines, refrigerators, 
yacuum cleaners). Imports of these and their components and local 
manufactures have gone up spectacularly. Demand has been stimu- 
lated by such factors as the increase in the supply of houses and in 
hire purchase facilities. 

In the last three years, government current expenditures have 
increased by only £8 m; relatively they have fallen from 14 per cent 
to 125 per cent of gross national product. 

The other side to the rise in personal consumption is, of course, 
the decline of private saving. As the results of the Oxford Institute 
of Statistics surveys have shown, expenditure on consumer durables 
isan important alternative to saving. This hypothesis, I feel, is sup- 
ported by New Zealand data. 

Private saving is a composite item of the many different types 
of saving (e.g., company saving, contractual, small saving). As yet 
little investigation of this important field has been undertaken. 

For some groups, contractual saving is the only saving made. 
Small savings in Post Office and Trustee Savings Banks are thought 
of by most persons as ‘‘ready money’’ and are thus liable to sudden 
fluctuations. Small savings have fallen considerably in the last two 
years, and in 1955/56 withdrawals exceeded deposits in Post Office 
aecounts. 

Private savings averaged 14 per cent of private income over the 
period 1949/54, but was only 9 per cent in 1954/55 and is not likely 
to have risen in the past year. 

So far there has been little positive encouragement to saving. Yet 
it is clear that greater saving is necessary to reduce inflationary pres- 
sures and to provide funds for development and growth. The recent 
marginal increases of interest rates are not likely to stimulate savings. 
In any case is saving responsive to interest changes ?® Would increasing 
the tax exemptions for insurance premiums help? Should interest 
returns be exempt from taxes, or savings or part of them deducted 
from taxable income? Should the value of savings be varied with the 
cost of living? Is there a wider market for securities? Should some 
type of lottery bond be instituted ? 

Public saving, fortunately, has been increasing and with the 
exception of 1953/54 and 1955/6, there has been an overall cash surplus 
in government accounts, and government indebtedness to the banking 
system reduced. 


“Ss This is not an argument, however, for not raising interest rates, since their 
Primary object is to discourage investment. 
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TABLE V 





Capital Account 

















Savings Investments 

1953/54 1954/55 1953/54 1954/55 

Private Saving .. .. .. 101 79 Gross Fixed Capital 
Private Building .. .. 51 68 
Public Saving .. .. .. 39 66 NE sds. ost xen aah ae 62 
UG sc ks oe ce 5 Oe 82 
Depreciation ...4. 6...» 3 57 Stock Changes .. .. ..—22 429 
Overseas investment .. 28 —39 
Total Saving .. .. .. .. 190 202 Total Investment .. .. 190 202 





Private fixed capital expenditure has increased steadily in the 
post-war years with more than half going to private building. About 
one-half of all building activity is for houses. House-building has been 
actively encouraged by government policy through group housing 
schemes, low interest rates and long term mortgages. Over 19,000 
houses, a record number, were built in 1955/56. As well as adding 
directly to demands for resources, much associated expenditure by 
government and local authorities is necessary on providing such 
amenities as roads, water, power, sewerage, etc. Considerable sums are 
also being spent on shops, offices, factories, ete., and on alterations and 
additions. The Monetary Commission recommended that building 
activity should be reduced, but it is doubtful whether this advice will 
be taken. 

The growth of secondary industries has also meant considerable 
investment in plant and machinery, most of which must be imported. 
Farm investment in machinery has also increased, but nowhere near 
as fast as in manufacturing. 

Government and local authority capital expenditures have not 
increased as rapidly as private investment. The ratio of public fixed 
investment to private fixed investment has fallen from 0-7 in 1950/51 
to 0-6 in 1954/55. The fairly high population growth calls for con- 
siderable expansion of social investment in hospitals, schools, univer- 
sities as well as increasing power and transport services. Some lag in 
completing projects has resulted because of shortages of resources. 
Yet, in many cases, it is on the progress of these schemes that expan- 
sion of the private sector depends, e.g., power. No doubt there is room 
for some economies as with all schemes, but if future living standards 
are to be protected, there is less than most critics assume. 

On the other hand, the growth of manufacturing depends on 
expanding farm production and development schemes. It is surely 
in the interests of the whole economy, including manufacturers, that 
we give more thought to the question of industrial growth. Continued 
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apansion at recent rates could make nonsense of future full employ- 
ment policies, except at the cost of lower real incomes. 


6. Conclusions 


This article has reviewed some aspects of the New Zealand 
eonomy and considered recent changes in important sectors. What, 
however, can we say about future trends and the policies that should 
be adopted? For this it will be convenient to discuss short term and 
long term developments. 

The immediate problem is to reduce inflationary pressures, ‘‘to 
blow the froth off the economy’’. These pressures are shown particu- 
larly by the high level of imports and bank advances and the con- 
ditions of the labour market. The present credit squeeze should then 
be continued and intensified if necessary. There is also scope for the 
government in this year’s budget to pursue an anti-inflationary policy 
by restricting government expenditure to a minimum and by increas- 
ing indirect taxes on less essential items of consumption and on goods 
with a high import content. There should be an overall surplus in 
all government accounts, capital as well as revenue. 

It is frequently argued that present policies are restricting essen- 
tial development, especially in farming, and that small business is 
penalized at the expense of large business. So far there does not appear 
to be much substance in these claims. The trouble is that, with condi- 
tions of excess demand, practically all forms of activity are profitable. 
The reduction of excess demands should cause a readjustment of plans, 
marginal activities being curtailed or postponed so that conditions 
are easier for legitimate and sound schemes. 

The main pressures come from private consumption and fixed 
investment expenditures. Under conditions of full employment invest- 
ment involves a reduction of consumption. We have maintained both 
at high levels with adverse effects on the balance of payments. There 
isa need for a greater volume of private savings if the present levels 
of fixed investment are to continue. What is required is an overall 
tise in the propensity to save, not an increase in one form of saving 
at the expense of others. 

On the other hand it should be possible to reduce private invest- 
ment, especially in building, and if inflation is adequately controlled 
to keep down business investment in stocks, plant and machinery. 
One desirable trend is the movement towards free importing. At 
present about 75 per cent of our imports are decontrolled. Whatever 
the merits of import controls as an emergency weapon, it is agreed 
hat they have serious disadvantages in the long run. If then we are 
) maintain and extend free importing, bankers must relearn how 


6. This article was written before the Budget was presented. 
B 
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to work a sterling exchange standard. It should not be forgotten that 
we must replace ‘‘direct’’ controls with ‘‘indirect’’ controls. Ty 
suppose that we can free imports without at the same time restricting 
bank credit is very short-sighted. Our experiences of 1938 and 1952 
should serve as a lesson. 

In the long run economic development depends on the rate of 
growth of exports. This is especially true for manufacturing industries 
and for development projects. Since 1938 the volume of both imports 
and industrial output has doubled, whereas farm production and 
exports have increased by only one-third. These trends have been 
masked by movements in the terms of trade. In the early post-war 
years the terms of trade were kept low, partly by shortages of over. 
seas supplies and partly by the bulk-purchase agreements. They 
improved markedly in 1950 and 1951, fell in 1952, but have since 
improved with the return to free export markets. While we may 
expect long-term prospects to be reasonably favourable it is more 
than likely that the terms of trade will be squeezed from the present 
levels. There will be increased competition from the Argentine in the 
meat trade, United States surplus stocks and margarine threaten 
butter, and wool must compete against synthetic fibres. Thus future 
development will depend on expanding farm production and exports. 

By 1975 our population is estimated to be three millions, so that 
development schemes and social investment will need to continue at 
high rates to maintain living standards. 

The growth of farm production since 1938 has been accompanied 
by an absolute decline of 22,000 in the farm labour-force. Output per 
worker has increased considerably because of increased mechaniz- 
tion, the use of better clovers and grasses, aerial topdressing and spray- 
ing, improved breeding and better management practices. However, 
these technological improvements have not by any means been fully 
exploited. There are, of course, economic and social obstacles to be 
overcome. But we shall have to increase the volume of exports if we 
are to avoid balance of payments difficulties and setbacks to develop- 
ment. 

Finally, there may be problems caused by the working of ou 
stabilization schemes designed to ‘‘insulate’’ the economy against over- 
seas effects. We shall have to allow for long term trends in prices and 
structural changes in markets. As at present conceived the schemes do 
not do this, for they are based mainly on local costs of production. In 
the long run guaranteed prices will have to be adjusted to market 
prices, not to costs. 

But more important is the failure to recognise the double requite 
ment of a stabilization policy for a dependent economy. ‘‘The problem 

of stabilization in a dependent economy has two aspects—to stabiliz 
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internal money incomes and to stabilize the flow or else the expendi- 
ture, of external receipts.’”? 

These long-term aspects deserve more thought and investigation 
than they have received in the past. 

G. P. BraaE 

Massey Agricultural College, 
Palmerston North, 
New Zealand. 


7. See C. G. F. Simkin, The Instability of a Dependent Economy, p. 202. 
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MAKING ECONOMIC POLICY IN NEW ZEALAND 


1. General Introduction 


“It may be enough for government action to move generally in the right 
direction rather than to follow a carefully calculated plan of action. In that 
event, the task of framing economic policy comes well within the limits of 
human capacity.” 

—Arthur Smithies “Economic Welfare and Policy” in Economics and 

Public Policy, Brookings Lectures, 1954. 

“It cannot be too strongly emphasised that there is nothing in economic 
science which enables us to foretell events.” 

—John Jewkes, “The Economist and Public Policy”, Lloyds Bank Review, 


April, 1953. 
“. . . there is no man and probably never has been, and I think probably 
never will be, who can see very far into the future .. . If there were... and 


he had the courage of his convictions, it would not be long before he owned 
almost everything and we would all be working for him.” 

—George M. Humphrey, Secretary of the U.S. Treasury to the Joint 
Committee on the Economic Report, February, 1954, quoted by J. K. 
Galbraith, Economics and the Art of Controversy. 

There is a deep cleavage of opinion in the world today on the 
role of economic planning. On the one hand there is the view that 
the economic future can be predicted and subsequent events so ordered, 
that resources can be deployed to secure certain results. This view is 
best exemplified in the economic planning of the U.S.S.R. and toa 
lesser extent in the aspirations of the National Planning Commission 
of India. The opposed opinion is illustrated by the foregoing quota- 
tions. It is based on the belief that economic influences are mingled 
with social, political and technological influences to such a degree that 
economic forecasting is incapable of allowing for the infinite number 
of variables in which human desires find expression. 

This is not the place to discuss the merits or demerits of overall 
economic planning. The purpose of this paper is to outline the methods 
by which economic policy is formed in New Zealand. But it may be 
easier to understand the machinery, and to gauge its effectiveness, if 
the overall purposes for which it is established are clearly defined. 

All civilized communities indulge in some economic planning. But 
the extent to which planning is accepted as a means for attaining the 
aims of a society varies. Democracies, which most value personal free- 
dom and individual enterprise, are compelled to ‘‘plan’’ in an economie 
sense. Some management of economic forces is, indeed, implied when 
the Government authorities assume responsibility for full employment 
concepts, for the provision of social welfare, and for the enforcement 
of social contracts such as wage agreements and conditions of employ- 
ment. 

There are a number of such forces in the New Zealand society 
which compel Government intervention in economic policy formation. 
Since 1894, the State has provided machinery for wage fixing through 
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conciliation and arbitration, with rights of enforcement for wage 
eontracts. Conditions of work for particular classes or occupations were 
prescribed even earlier. Social welfare payments of a ‘‘contractual’’ 
type originated in the Age Benefit Legislation of 1898 and now amount 
in total to a distribution of some 15 per cent of the national income. 
Guarantees of prices to farmers have been developing since 1935. 
More recently, the State has found it necessary to control prices and 
indirectly the profits of entrepreneurs; and to control the rate of 
investment through direct measures (e.g., building approvals) or by 
restricting the access to finance (e.g., capital issues control). The 
Monetary Commission has recommended that the Reserve Bank Act 
should be amended to state explicitly that ‘‘the Government must 
accept full and final responsibility for all decisions of policy in this 
field (i.e., of monetary policy) ’’. 

We are, then, considering a society in which there is a bias 

towards private enterprise. Nevertheless, New Zealand citizens have 
accepted, and indeed expected, Government action in developmental 
fields (such as railway construction and operation, telephone services 
and electricity generation) which in many other countries would be 
left to private enterprise. There has also been increasing acceptance of 
the role of Government as a moderator of over-violent private com- 
petition and ambitions; and as a dynamic force to stimulate the 
economy in times of sluggishness. The role is not passive but if action 
is required there is an equally positive requirement that it should 
never be too obtrusive. 
.If we are to conceive of the Government functions as being 
generally to keep the economy moving in a right direction, we might 
goon to ask what are the particular objectives of a policy which might 
decently be encompassed within such a conception. I think there are 
at least five aims which can be stated as areas in which the governed 
expect action from the Government: 


(a) The maintenance of full employment. 
(b) The maintenance of stable prices. 
(c) The creation of conditions conducive to economie growth: 


(e.g., educational opportunities, development of power and 
transport). 


(d) The maintenance of external solvency. 
(e) The provision of adequate welfare services. 


It might also be proper to include the functions of enforcing 
‘ontracts (such as wage agreements) but in my view that has come 
to be regarded as a part of the law and order function of Government 
rather than as an economic objective. We should not forget, however, 
that the measures used to enforce compliance with wage agreements 
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(compulsory arbitration) and with controls (e.g., enforcement of 
maximum prices) may frequently have economic significance. 

The point of this rather lengthy introduction is that the policy. 
making function in New Zealand must be located at the top political 
level in Cabinet. The decisions must be acceptable to the governed, 
The politician must weigh the advice of his economists or admini- 
strators against the wishes of the electorate. 


E. G. Nourse in Economics in the Public Service writes— 
‘Infinite patience and warm tolerance must be manifested 
by the economic politician in the discharge of his legislative and 
administrative duties. He cannot hold out for a rigid formula of 
what he is convinced the country might want, however high his 
ideals or however great his competence for judging what would in 
fact be good public policy. He cannot ignore what his constituents 
deeply feel they must have, even if .. . it would be bad for the 
country, or even bad for them . . . It is a common saying among 
. members of Congress that in our legislative process one 
cannot hope to achieve the answer that is ‘‘right’’ or really good. 

Legislators can aspire only to achieve what is the ‘‘least bad’’. 

(P. 25.) 

That quotation from Nourse seems to me to be highly realistic. 
Democracy requires compromise among competing views and the fact 
that some views are based on discredited or outmoded premises does 
not disqualify. Democracy is opposed to Autocracy whether the 
Autocracy is based on intellectual supremacy, or mere arrogance, or 
on the possession of superior brute force. 

We have now three assumptions: The first that in our democratic 
society we will reject a concept of total planning; the second, that 
as the consent of the governed is essential, the significant decisions 
on economic policy will tend to be taken at a high political level; and 
the third, that decisions will be reached by means of compromise and 
negotiation. 

The problem for the economist-administrator is how to operate 
most effectively within this sort of framework. His purpose is to achieve 
the highest degree of ‘‘rightness’’ and the lowest degree of ‘‘badness” 
in the continuing flow of decisions on economic policy. The aim of the 
politician-economist engaged in the constant harmonizing of discordant 
views is to obtain, firstly, information on what is happening and 
likely to happen in the economy, and secondly, ideas on variations in 
policy which will help him reach the best decisions that the process 
of compromise between theory and the politically acceptable allows. 


2. The Machinery for Advising 
Since 1952, the channel for advising Government on questions of 
major economic policy has been the Cabinet Committee on Econom 
Policy. The system might be illustrated thus: 
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Cabinet. 
Cabinet Committee on 
Economic Policy .. Minister of Finance (Chairman) and 
five Ministers. 
Officials Committee on 
Economic Policy .. Treasury (Chairman). 

Industries and Commerce Department. 

Statistics Department. 

External Affairs. 

Plus, ad hoc: members according to sub- 
ject matter, e.g., Reserve Bank, Cus- 
toms, Agriculture, Labour. 

Working Party o 

Officials .. .. .. .. Similar representation of departments as 
Officials Committee, according to sub- 
ject matter. Treasury supplies chair- 
man and secretary who is also sec- 
retary of Officials Committee. 

This is rather a simplified outline of the machinery. However, it 
illustrates that there is a vertical chain of responsibility and discus- 
sions from Cabinet level down to a moderately senior level in depart- 
ments. 

This machinery is used for periodic reviews of the economy which 
over the past two years have usually occurred at intervals of three 
to four months. There is, however, no requirement that reviews should 
be completed by particular times or cover special periods. They usually 
arise because of some apparent change in economic conditions. The 
machinery has also been used to deal with specific problems, for 
example, to study rents policy, or particular aspects of New Zealand’s 
relationship to G.A.T.T. 

In either case the procedure is much the same. The Working 
Party will prepare the first draft of a paper, possibly after a pre- 
liminary meeting, followed by a meeting at which the draft is con- 
sidered and revised. The actual drafting is done by the department or 
departments most closely concerned. Papers dealing generally with the 
overall economy are usually prepared in Treasury but even in this 
tase some sections might be drafted elsewhere. 

Papers are usually circulated one or two days prior to meetings 
of the Officials Committee. It is customary for Permanent Heads to 
attend this Committee, generally accompanied by an adviser who is 
tormally the department’s nominee on the Working Party. At this 
stage there will be a general discussion based on the Working Party 
paper, and—assuming that the paper is one requiring policy recom- 
uendations and that the Permanent Heads agree with the general 
purport of the recommendations reached—a detailed paragraph by 
paragraph consideration of the paper. One can expect some redrafting 
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to take account of points not raised in the Working Party, to give | ninis 
more emphasis to some points or less to others, and a paper is finally of pol 
approved by the meeting. 
The revised paper is submitted to ov Cabinet Committee. On any] 1 
matters of importance the Cabinet Committee would meet under the 
chairmanship of the Minister of Finance and with members of the in one 
Officials Committee and the Chairman of the Working Party in attend. | jither 
ance. These meetings result in a full and frank review of a problem callin 
with officials first giving their views, and answering points raised by | Treas 
Ministers, and usually ending in a round table discussion with Minis. pared 
ters and officials all participating. \ 
The outcome of such a meeting will vary according to the import-| and 
ance of the issue. It may be agreed that a particular problem be kept | of gi 
under review and brought up for consideration in say one or two} free ¢ 
months’ time. Possibly a decision may be made by the Minister of} js reg 
Finance or by a group of Ministers. Where major policies are in issue} ment 
the question will be referred to Cabinet involving more paper work| yews 
in the preparation of Cabinet submissions, although sometimes the} nolic, 
Cabinet Committee papers will have been prepared to serve a dual| ceptit 
purpose. tion i 
One of the great values of the present system is that by the time] and ¢ 
an important economic question comes before Cabinet at least five or} nugat 
six Ministers will be acquainted with details and will have had an}jn ad 
opportunity to question the permanent officials. They may also have} 
had the opportunity of discussions with interested groups (€£,| proce 
Federated Farmers, Manufacturers’ Federation). On occasion the} does } 
Ministers’ Committee or the Officials Committee will. consult with} and | 
such groups. At the Working Party level there may be discussions} days 
with officers of the Marketing Boards, Federated Farmers and like} Wher 
organizations. At this level the talks would be mainly limited to ascet-jand t 
tainment of facts and would not extend to consideration of policy. |all si 
It should be emphasized that the system as it operates in Nevw}has s] 
Zealand is based on a small group of permanent officials and Ministit jg. 
ters. The group is small enough to be gathered together quickly ilof th 
ease of need. Its members are in frequent contact in the day to daylgives 
discharge of Government business. Even on major questions of som) )} 
urgency a general attitude can be ascertained by, say, five or siltestec 
telephone calls to senior officials. nem 
Consideration of policy questions can be initiated at any leveljmach 
Suggestions for work in the Committee may come from the Ministetla‘‘p< 
of Finance or from other Ministers, or may come as a direction from/delay 
Cabinet. The basis for such suggestions may lie in information trats\admiy 
mitted to Ministers by departments, from proposals put forward byitrend 
deputations or interested parties, or they may be related to privatt)ing 
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ninisterial discussions as to possibly desirable changes in the direction 
if policy. Informal discussions among permanent heads may also give 
rise to suggestions for work by the Committee structure. 

The Economic Section of Treasury has the responsibility of watch- 
ing the economic indicators. Should there be an untoward movement 
inone or more of these indicators the Section would commence action 
dither by calling the Working Party together for consultation, or by 
calling the Minister’s attention (through the Secretary to the 
Treasury) to the development, and suggesting that a paper be pre- 
pared through the channels already described. 

No matter where the work originates the process of policy review 
and forming follows much the same lines in all cases, the gathering 
of all relevant data, its interpretation through prepared papers and 
free discussion at three or four levels until the decision-making point 
is reached. It is a process of collection, interpretation, the develop- 
ment of a thesis, testing and probing, perhaps a revision of first 
views followed by more testing and probing. In the field of major 
policy formation few problems are black or white, few questions sus- 
ceptible to a simple answer. One has to remember, too, that as a ques- 
tion is being discussed there is the possibility that change is occurring 
and that the next set of indicators will render much current work 
nugatory. That is the constant occupational hazard of the economist 
in administration. 

The question of speed is of some importance in this context. The 
process of full discussion at three levels and of revising at two levels 
does not lend itself to speed. One has to realize, too, that the Ministers 
and permanent heads concerned are all busy people, and that some 
days may elapse before a convenient meeting time can be arranged. 
Where a decision is not required urgently such delays can be tolerated 
and the advantage of full discussion leading to greater knowledge of 
all sides of a problem outweighs the disadvantage of delay. Experience 
has shown that where an urgent decision is required on a major policy 
it is possible to speed up the process. Once again it is the smallness 
of the group primarily concerned with economic policy making that 
gives flexibility to the procedure. 





. or sit 


Nevertheless it has to be admitted that the system has not been 
tested under crisis conditions. Should we meet conditions of rising 
imemployment, for example, will it be possible for the existing 


y level. machinery to process rapidly changing data and reach decisions within 
Ministetla “policy forming period’’? When events are proceeding along a trend 
on fromldelays may be advantageous. One of the great temptations of economic 
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administrators is the urge to correct short-term fluctuations within a 
trend. If we are working within a society which rejects overall plan- 
ing and only tolerates Government intervention to create the right 
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conditions, short-term fluctuations should be regarded as opportunities 
for adjustment within the economy. Sometimes a decision to do nothing 
requires greater fortitude than a decision to act. In such cases the 
built-in delays imposed by the system tend to have a positive value, 


3. Other Policy Forming Channels 


So far we have considered only the structure of the Cabinet Com. 
mittee system in relation to economic policy formation. The machinery 
is, in fact, much more complex than would appear from reading these 
few paragraphs. In the first place the machinery is used only, or 
mainly, for issues of major policy. Secondly, it tends to be used only 
where there is need for co-ordinating the views of several departments 
or Ministers, for example, where the issue concerns the administration 
of more than one department or where a policy such as the ‘‘credit 
squeeze’’ might affect several interests. Thirdly, it is often used to 
discuss the broad directions of policy leaving quite important matters 
of policy application to be settled directly between Ministers and 
responsible departments. For example, the Committees have discussed 
budget policy in total, that is to say, whether greater use should be 
made of fiscal policies to reinforce other policies, or whether economic 
conditions require an overall surplus or deficit. They have not discussed 
the details of budget policies. Fourthly, there are other cabinet com- 
mittees, such as the Works Committee, of equal standing with respon- 
sibility for special sectors of economic policy. Finally, there are 
statutory authorities with powers either to advise on certain aspects 
of economic policy, or to take decisions having an important economic 
significance, which operate directly under Ministers or independently, 
and are not subordinate to the Economic Committee. 

Even where questions are dealt with by the Economic Committee 
the normal channel of advice, from permanent head to Minister to 
Cabinet, remains open. It is possible therefore for advice to be moving 
through parallel channels on the same subject matter at the same 
time. A permanent head who disagreed with his colleagues on the Com- 
mittee could record a dissenting view in the paper submitted to the 
Cabinet Committee. He might also convey his view of the situation 
in greater detail directly to his own Minister. While this may add to 
confusion at times, it is an exercise of the traditional right of the per- 
manent head to counsel his Minister and should lead to a more critical 
examination of proposals at the top level. It is obviously a technique 
to be used with reserve so that good working relations at the official 
level are not impaired, but so used it has a definite value. 

Where two Committees of Cabinet have common interests in 4 
subject matter the device of a joint meeting is usually employed. 
Where Committees are dealing with economic interests it is usual to 
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fnd some overlapping membership which in itself safeguards against 
duplication of work and the development of tangential lines of policy. 
for example the Minister of Finance is chairman of the Economic 
(ommittee and a member of the Works Committee. Ad hoc cabinet 
emmittees established to deal with particular economic issues (e.g., 
the committee which negotiated the floor price scheme for export meat) 
yould naturally be drawn from Ministers serving on the Economic 
(Committee or, at least, include two or three Ministers from that Com- 
mittee. 

The co-ordination of statutory authorities into the policy-making 
structure poses greater difficulties. On the one hand there are institu- 
tins such as the Dairy Products Marketing Commission and the 
Meat Export Prices Committee which, generally speaking, are 
empowered to determine actual or minimum prices without reference 
to Government. Such decisions obviously have great economic signi- 
fiance but they lie outside the area of direct political intervention. 
The Arbitration Court in its exercise of powers under the Stabiliza- 
tion Regulations to make general wage orders also acts independently 
inannouncing decisions of overall economic importance. In such cases 
Government policy-making is limited to defining the structure of the 
institution itself, and the criteria which shall be taken into account in 
arriving at decisions. The exercise of such powers can be varied only 
through amending legislation. The issue of policy for Government in 
such cases is, therefore, the extent to which power should be devolved, 
and the prescription of conditions under which it shall be exercised. 

There is not quite the same difficulty in co-ordinating policy 
where the Statutory body has power only to advise. The principal func- 
tin of the Board of Trade is to make recommendations in regard to 
certain matters to the Minister of Customs. It may also receive certain 
delegated functions in relation to licensing of industries, imports or 
exports from the Minister. The Board is, therefore, subject to policy 
control. In fact, the general policy direction from Cabinet under 
which the Board operates was considered by the Economic Committee 
and it would be appropriate for any variation to the direction to be 
discussed in that Committee. 

The Capital Issues Committee receives its powers by delegation 
from the Minister of Finance. While the Committee has full discretion 
in dealing with particular applications it is proper that from time 
to time the Minister should indicate the broad lines of policy which 
he desires the Committee to adopt. In working out such policy diree- 
tives the Minister may well find it appropriate to consult the Economic 
Committee. A similar procedure would be appropriate in the case 
of the Local Government Loans Board. It has been stated publicly 
that the Board was requested by the Minister to review all local body 
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applications for loan approvals so as to ensure that essential projects 
received priority on the capital market. 

At this point it would be well to recapitulate the main points, 
In New Zealand major economic decisions must be ‘‘acceptable’’ to 
public opinion, or at best not grossly incompatible with the current 
trend of opinion. This implies decision-making on major questions of 
policy direction at a high level in the Cabinet. There is a complexity 
of devices for giving advice to Ministers individually, and to Cabinet. 
Co-ordination is secured by Cabinet, by Cabinet Committees or by 
ad hoe groupings of Ministers and senior public servants. The system 
is tolerable and reasonably efficient because at any time the number 
of Ministers and advisers actively concerned in policy-making is small. 

In assessing efficiency it must be remembered that we are not 
judging on the basis of whether the best theoretical solutions have been 
applied in any given situation. The yardstick must be whether a dif- 
ferent machinery for advice and consultations would have led to 
decisions ‘‘less bad’’ than those actually taken. Fortunately for both 
Ministers and administrators the judgment is wholly subjective and 
they are able to absolve themselves without too much difficulty but 
perhaps with some hope that the decisions get better as experience 
accrues. 


4. Economic Staff in Government Services 


The Research Section of Treasury keeps under constant review 
the principal economic indicators within New Zealand; at the same 
time it watches for significant movements in the United Kingdom, 
United States and Australia, with somewhat less attention paid to 
Western Europe. Work on Asia is limited to special assignments to 
meet the needs of our interests expressed through the Colombo Plan, 
and participation in the work of E.C.A.F.E. and S.E.A.T.O. 


The principal functions of the section are: 


(a) A continuing analysis of the economy, resulting in Treasury 
reports to the Minister of Finance either on overall move- 
ments, or on specific questions. 

(b) Assisting the Secretary to the Treasury in his role of 
economic adviser to Government. That is, the work of analysis 
is taken the further stage towards formation of policy which 
may be related to a single topic (e.g., interest rates) or to a 
series of inter-connected policy measures. 

(ec) The preparation of the annual Economic Survey. 

The Survey attempts to record objectively all significant 
movements in the past twelve months. There is some inter- 
pretation of what has happened, but little or no attempt is 
made to forecast production or price trends. The practice 
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has been developed of using Part II of the Survey to cover 
a special theme. This in itself reflects the dual purpose of 
the document. It is intended to give a fuller and more tech- 
nical picture of the economy than could be carried in the 
Budget (which as a political document must be addressed 
to the average elector). But it is also intended to educate— 
to encourage a better informed opinion on both current 
economic events and on major sections of the economy. 

It provides secretarial assistance to the Officials Committee 
on Economic Policy ; and the Chairman and Secretary of the 
Working Party. Through these services the section acts as 
a co-ordinator of economic policy formation over a wide 
range of activities. 

It should be doing some fundamental research and has made 
a start in this direction but is limited by difficulties of recruit- 
ing, and by the emergence of current problems which have to 
be dealt with to the exclusion of longer range work. 


(d 


~— 


(e 


— 


The main point apparent from the above is that the section exer- 
cises a staff function, i.e., it assembles the facts, establishes co- 
operation with like agencies, and advises. It does not exercise any 
directive or control functions. Once a policy has been derived and 
agreed upon, its administraticn becomes the responsibility of some 
other department, or of some other division of Treasury. This does 
not, of course, exclude the section from checking on the effects a new 
policy is having on the economy. 

Another point that might be made is that in the work of presenta- 
tin, analysis and interpretation of any situation the section tries to 
exclude ‘‘political’’ factors. Obviously, political factors are present 
in democratic economic decisions and these must be taken into account 
ata later stage of the policy-forming process. It is important, however, 
that they should be excluded in the preliminary stages and that politi- 
cal allowances should not taint the basic data on which the top 
advisers work. 

While the author writes with first-hand knowledge of the Treasury 
Research Section, a review such as this would be incomplete without 
reference to the other economic sections in Government departments 
and in the Reserve Bank. In writing of them. however, he may through 
lack of full knowledge overlook some aspects of their employment. 

The Economic Section in the Industries and Commerce Depart- 
ment is concerned with the development of secondary industry in New 
Zealand, and with New Zealand’s external commercial trade and 
Policies. In particular, it is concerned with external commercial 
telationships through such bodies as G.A.T.T. and the International 
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Wheat Council. The Department through its annual report to Parlig. 
ment has an opportunity of commenting on economic problems as they 
affect industrial and commercial development. 

The Economic Section in the Department of Agriculture is con. 
cerned with problems of farm production, farm management, invest. 
ment in farming, and relationships of farm prices. Liaison is main. 
tained with F.A.O. The Section has also participated to a considerable 
extent in costings of farm output and of particular farm operations. 

The Labour Department maintains a Research Section which js 
mainly concerned with questions of employment and of wage relation- 
ships. It prepares a quarterly Labour Gazette which carries compre. 
hensive statistics of employment and wages. The section has also car. 
ried out specific surveys of ruling wages in particular industries. At 
the international level there is a continuing contact with I.L.0. 

There is a small economic section in the External Affairs Depart- 
ment with the principal tasks of co-ordinating political and economic 
policies in New Zealand’s relations with other countries. The section 
has also been the centre of activities connected with our economic 
interests in Asia—mainly those developing from obligations of mem- 
bership in the Colombo Plan, E.C.A.F.E. and S.E.A.T.O. 

The Department of Statistics also has a small research section 
engaged on the revision of existing statistical series, designing of 
sample enquiries, and preliminary work on new fields of enquiry. This 
section also maintains a central research index which includes all 
research projects and unpublished work undertaken in New Zealand. 
The scope of the index is restricted to work on economic subjects and 
social matters closely related to economies. 

The Reserve Bank has a larger economic staff than any of the 
Government departments. While it is interested in all aspects of the 
economy it is natural that much of the work should be oriented 
towards monetary and banking problems. The Reserve Bank is 
responsible for the preparation of balance of payments estimates and 
for the compilation and original publication of banking statistics. A 
Bulletin, published monthly, contains special articles and general 
reviews of the economy in addition to statistical material. 

Co-ordination of the views of these various sections is achieved, 
where necessary, through the Working Party machinery, or through 
personal contact between officers. Treasury, Industries and Com- 
merce Department, External Affairs Department, and the Depart- 
ment of Statistics are all permanent members of the Working Party, 
and representatives would therefore have knowledge of all questions 
being dealt with through the Economic Committee structure. The 
Reserve Bank and the Agriculture Department are drawn into Con- 
mittee deliberations very frequently, while the Department of Labour 
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would be consulted on all matters pertaining to wage, employment 
and rents policies. 


5. Policy Forming Procedures 


In New Zealand we have, as yet, developed no formal tools or 
models from which we can derive useful forecasts of economic 
behaviour. There is still much work to be done before we understand 
the many inter-relationships in the economy. Here and there is a glim- 
mer of understanding. For example, we are building up some sort 
of relationship between national income and propensity to import— 
at least in a situation of full employment. But this piece of knowledge 
is not of great use in practical policy formation because so far the 
assembly of national income figures is not completed for some four 
or five months after the end of the year to which they relate—and by 
that time trends may have changed. On another level we can forecast 
with considerable accuracy the effects likely to flow from any given 
general wage increase. The unkind critic may suggest that this facility 
comes from long enjoyment of an inflationary spiral. 

The best way to describe the process of policy formation might be 
to illustrate the methods currently in use. The underlying problem 
for the past two years has been a persistent tendency to balance of 
payments difficulties. In dealing with this problem a policy-making 
group needs to examine several aspects: 


(a) What are current trends in the balance of payments? 
Estimates are prepared by the Reserve Bank and critically examined 
by the Economie Section of Treasury and other departments. These 
tables are built on estimates of quantities and realizations for export 
produce, estimates of capital movements, contractual payments such 
as interest payments and repayment of Government indebtedness, 
estimates of Government imports, etc. Government proposals to 
borrow overseas will be known or can be allowed for as a contingency. 
The residual from the items which can reasonably be estimated is the 
amount available for private imports without increase or decrease in 
overseas reserves. 

These figures, as estimates, can only be a guide. Advisers will be 
interested in the trend of export prices on which the estimates are 
based. They will want to know whether overseas markets have been 
erratic, whether there is a falling trend, and if so what allowance 
has been made for it. 


(b) What factors are likely to affect consumption demand? 
Employment figures, including movement in vacancies will be con- 
sidered ; also movements in wage rates and changes in the working 
of overtime. Trends in one part of the national income total—i.e., the 
wage and salary section—can be estimated fairly accurately from social 
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security charges received. With the knowledge already gained under 
(a) of the volume of production for export, and export price trends, 
it is possible to calculate with reasonable accuracy the movement in 
farm incomes. Movements in consumer prices, and in wholesale prices 
are also known. 

From these general factors a picture can be built up of move. 
ments in persona! incomes, of whether incomes are increasing or declin. 
ing, and whether the rate of movement is changing from an earlier 
period. 

To the picture of current income can be added information on 
savings trends based on movements in small savings, but there is as 
yet wholly inadequate information on the savings function, particu- 
larly by companies. 

The Statistics Department is now collecting a quarterly series on 
retail sales volumes and stocks held by retailers. Changes here may 
also be significant when corrected for changes in price. They will be 
of greater value when the series has been established over a longer 
period. 


(ce) What factors are likely to influence investment demand? The 
works expenditure of the Government within the period to be affected 
by immediate policy decisions will be known. The plans of local 
authorities will also be known and it is not too difficult to assess the 
probable effective programme, given a general knowledge of the 
inflow of loanable funds to local authorities. 

For the immediate future the volume of construction to be under- 
taken in the private sector can be gauged from building permits issued 
by local authorities. Longer range plans for investment can be 
estimated from approvals issued by the Building Controller. The 
statistics of approvals issued by the Capital Issues Committee are 
also of value as indicating the investment intentions of private 
industry. 

Periodic surveys of the volume of stocks held by manufacturers 
and wholesalers add to the available information and _ indicate 
whether industry will be pressing for additional imports or is capable 
of living on stocks over a period. 


(d) The availability of finance. The extent of funds currently 
available from the sale of exports has been considered under (a). 
Further information is available from banking statistics, particularly 
the movements in bank advances and unexercised overdraft limits. 
The probable outflow of Government expenditure in the following 
months is important, especially if there are unusual payments (¢g., 
redemption of debt), or if an overall cash deficit or surplus is 
expected. The trading banks can also supply a reasonably close 
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estimate of customers’ demands for foreign exchange in the period up 
to seven or eight months ahead. 


At this point the policy-forming group has a surfeit of info: ma- 
tion. There are three basic problems: 


(i) to arrange the available material in simple but intelligible 
form; 

(ii) to derive the ‘‘right’’ understanding of the position from 
so many diverse elements; and 

(iii) having understood the facts as they are, to move on to 
forecast how the situation will develop, always remember- 
ing that most of the elements are dynamic. 


Requirements (i) and (ii) demand technical skill and profes- 
sional integrity. These attributes are also required for (iii), but in 
addition there must also be judgment, a sensitive feeling for the way 
in which the economy works, and an understanding of the inter- 
relationship between the several parts of the economy. 

A problem may be relatively simple or highly complex. We can 
imagine a situation in which all, or nearly all, the indicators show 
movement in the same direction. In this case there is little reason for 
argument, or for misunderstanding the situation which exists. There 
may, however, be another situation in which some indicators appear 
to point in one direction and others in a quite different direction. In 
such conditions there is room for disagreement as to the situation 
which exists, and as to the way in which it is likely to develop. 

Fortunately such occasions are rare for, having analysed the data 
and reached some agreement as to what the situation appears to be, 
the policy-forming group is only commencing its main function of 
advising on the policy to be followed in the future. 


This involves: 


(a) assessing the principal causes of any imbalance that may be 
apparent; and 

(b) proposing a policy which would correct the situation, or 
suggesting to Government alternative policies which might be 
suitable. 


There are four factors which limit the precision of economic 
policy formation in any situation or in dealing with any given 
problem : 


(a) in some fields there is always a gap in the recent statistical 
information ; 

(b) the New Zealand economy is heavily dependent upon world 

trade and highly sensitive to fluctuations of external origin ; 
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(c) there is much less than a perfect knowledge of inter. 
relationship in the economy, and also consequent on (a) and 
(b) above, many judgments of the situation that exist prior 
to policy innovations must be subjective; 

(d) New Zealand is committed to a form of Government which 
rejects overall planning as a means, and chooses to work 
through the reconciliation of competing interests while 
imparting some sense of general direction to economic 
activity. 


At the end of this illustration we return then to the theme of 
the introduction—that, in New Zealand, the aim will be to establish 
conditions favourable to the attainment of the principal economic 
objectives. The purpose of policy formation is to get the economic 
forces working in right directions. The process will be one of negotia- 
tion and of conciliation between economically powerful interests with 
Government holding the ring. But Government will abstain so far as 
possible from overall planning to achieve economic objectives. 

While this may absolve the economist-administrator from many 
technical complexities it necessarily assumes that in his capacity of 
adviser at the top level he will have the virtues of a politically mature 
judgment and a social conscience. I believe that these virtues are 
not mutually incompatible. 

M. J. Mortarty 
The Treasury, 
Wellington, 
New Zealand. 
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THE PRICE MECHANISM AND THE AUSTRALIAN BALANCE 
OF PAYMENTS! 


In recent years Australia has been experiencing simultaneously 
a domestic inflation and a deficit on her balance of payments. There 
can be no doubt what is the correct policy to adopt in a situation of 
this kind. Total domestic monetary expenditure should be deflated 
by means of monetary and/or budgetary policy. In so far as the reduc- 
tion in expenditure causes a fall in the demand for home-produced 
products it relieves the domestic inflationary pressure or releases for 
export goods which were being consumed at home; and in so far as 
it causes a fall in the demand for imports it directly relieves the 
balance-of-payments position. 

Professor Downing in his article ‘‘The Australian Economy, 
March, 1956’’, in the Economic Record for May, 1956, analysed the 
then existing position in Australia; and this position is still substan- 
tially unchanged. In the course of the last twelve months disinflationary 
monetary and budgetary policies have been adopted in Australia which 
have caused a very considerable improvement in the domestic situa- 
tion. The acute strain in the labour market has eased; but there has 
been less success in restraining the upward movement of money prices 
and wage-rates. 

There is, however, some room for doubt whether the disinflationary 
process has yet been carried quite far enough. There are a number of 
reasons for holding this view. 

In the first place, there is still probably some element of overfull 
employment in the Australian economy which may seriously impede 
the structural changes of Australian industry which, as we shall argue 
later, are necessary to put the balance of payments into equilibrium. 
The number of unemployed in Australia is still only a fraction of 
one per cent of the labour force. Putting the balance of payments 
right involves, as we shall see, the adoption of an economic policy 
which will make production for export or to replace imports more 
profitable relatively to the production of non-tradeable products for 
the home market, in order to induce labour and other factors of pro- 
duction to move from the latter to the former groups of industries 
and occupations. Now this movement will not take place unless there 
is some moderate push out of the contracting industries as well as a 
strong pull into the expanding industries. And if labour is to move 
from one occupation to another, there is bound to be a certain number 
in the process of movement at any one moment of time. The authorities 

1. The ideas contained in this article owe their origin to many conversations 


with many economists in Australia. I would in particular like to thank Professor 
Swan and Professor Arndt for helpful suggestions. 
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concerned should take all measures possible to ease the process of 
movement with generous unemployment benefits, with help in finding 
suitable new posts, with facilities for retraining, and with aid jn 
geographical movement; and financial policy should never be so dis. 
inflationary as to cause any massive volume of unemployment. But it 
would not appear to be unreasonable to disinflate so as to give greater 
flexibility to the economy, even if this involved temporary unemploy- 
ment of up to 2 per cent of the total number of workers. 

There is a second consideration which strongly reinforces this con. 
clusion. For reasons which are obvious enough, but which we shall 
discuss in detail later on, it is much more difficult to deal with a 
balance-of-payments deficit if there is a continual inflation of money 
wage-rates and costs in process than if there is reasonable stability of 
wage-costs. Whatever may be the process of wage-fixing, money wage 
rates are likely to rise more quickly the greater is the excess of 
demand for labour over the supply of labour. A disinflation of total 
domestic expenditure could be an important factor in moderating the 
rate of rise in money wage rates as well as in commodity prices. 

There is a third reason why some intensification of the present 
disinflationary policies would be wise. The deficit on the balance of 
payments is held in check now only by the imposition of fairly severe 
restrictions on imports. As long as a deficit on the balance of payments 
still exists, in the sense that a loss of overseas funds can be avoided 
only by means of strict import licensing, there is a strong argument 
for weighting the scales rather more heavily in favour of disinflation 
than would otherwise be the case. It is difficult to say whether the 
current rate of import is already sufficiently restricted to avoid any 
further loss of overseas reserves. This depends upon other unknowns 
such as the future price of wool and the amount of capital which will in 
fact flow into Australia from abroad. But, in any case, the existing re- 
strictions on imports have not yet had their full effect in reducing the 
volume of imports; and the volume of imports is, therefore, likely to 
be further reduced in the course of the next year. This in itself will 
restrict the total supplies of goods available for purchase and, unless 
something else happens to restrict the amount of domestic expenditure 
or to increase the domestic supply of goods and services, this will lead 
to an increase in inflationary pressure and so to the need for some 
further disinflationary measures. 

Of course, in the coming months things other than a further 
shortage of imported supplies will occur to effect the general balance 
between money expenditure and available supplies. The price of wool, 
the rate at which merchants and business men will desire to build up 
their stocks, the actual rate of immigration, and—closely connected 
with that—the future rate of expenditure on house-building or other 
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forms of investment, the amounts which people will wish to save out 
of their incomes, changes in output due to changes in the productivity 
of labour—all these are unknown factors which may operate to increase 
inflationary pressures or to mitigate them. 

But these things are too uncertain for it to be possible to predict 
with any confidence how on balance they will affect the inflationary 
situation. It is necessary at the time of the annual budget to make 
the best possible guess in order to set rates of taxation which are most 
likely to be suitable for conditions over the coming year. But it is 
most undesirable to adhere rigidly to any policy which is so set. 
Certainly there should be complete readiness to change monetary 
policies from month to month in order to impose a stricter policy if 
in the event inflationary forces should gather force or to relax credit 
conditions if any serious unemployment should begin to appear. Per- 
sonally I am driven more and more to the less orthodox conclusion that 
it would be most desirable if some form of tax could be found (say a 
sales tax or a pay-roll or an income tax) which was technically capable 
of frequent variation and if some political and administrative arrange- 
ments could be found whereby this tax could be promptly raised or 
lowered at any time of the year (and not merely at budget-time) as 
ameans of controlling the total level of domestic expenditure. However 
that may be, it is essential by monetary and/or fiscal means to be able 
and ready to make prompt and frequent effective adjustments of 
financial policy. This would strengthen the case for adopting a rather 
more disinflationary policy now; for it could then be promptly 
reversed if it should prove too severe. 

So much for the case for some intensification of present dis- 
inflationary financial policies. In present Australian conditions the 
problem of the balance-of-payments deficit seems to be more acute 
than the remaining domestic problem of overfull employment; and it 
would almost certainly prove necessary to put a stop to the process 
of disinflation in order to prevent the growth of serious unemploy- 
ment before the point was reached at which the balance-of-payments 
problem was fully solved, that is to say, before the point was reached at 
which import licensing could be virtually abolished without danger 
to Australia’s overseas funds. This I will call the residual balance-of- 
payments problem. The question to which I must now turn is how to 
deal with this residual deficit. What should one do when, in the 
interests of preventing excessive unemployment, exclusive reliance can 
no longer be placed upon further use of the weapon of general dis- 
inflation of demand at home? 

There are four possible answers to this question :— 

The first line of action is to let the deficit continue and to find 
some way of financing it. 
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The second possibility is to suppress the deficit through the main. 
tenance of direct controls over foreign transactions and, in particular, 
through quantitative restrictions of imports. 

Third, it is possible to cheapen home production, and thus to 
encourage exports and to discourage imports, by a reduction of money 
wage-costs combined with a further disinflation of domestic money 
expenditure so as to bring prices down in line with reduced costs. 

Fourth, the exchange rate may be depreciated so that imports 
are discouraged and exports encouraged as a result of the rise in the 
prices of these products in terms of Australian pounds. 

Let me say something about the possibilities and relative merits 
of the application of each of these methods in the present conditions 
of the Australian economy. 

It is clearly impracticable for Australia to finance any substantial 
deficit on her balance of payments out of her remaining London funds 
or her drawing rights on the International Monetary Fund or other 
similar sources of special ‘‘accommodating’’ finance. But it is very 
reasonable to reduce the residual balance-of-payments problem through 
the inflow of other capital into Australia. It is very proper and natural 
that a relatively new and sparsely populated continent which is being 
rapidly developed and is experiencing a rapid growth of population 
by natural increase and by immigration should finance part of its 
development by an inflow of capital funds, as Australia has in fact 
been doing in recent years. There are those who are now arguing that 
Australia should relieve her inflationary pressure and her balance- 
of-payments problem by reducing the rate of immigration. If I were 
an Australian, for non-economic reasons I should not want to see the 
pace of immigration reduced. I would much prefer to see the pace of 
capital inflow speeded up, if that were possible and were the alterna- 
tive to a slackened rate of immigration. The easy profits associated with 
inflation may be attractive to the investment of foreign equity capital in 
Australia; but the transfer of the high profits made in such conditions 
by the concerns which are technically successful may place a severe bur- 
den on the future Australian balance of payments. Borrowing of 

foreign capital at fixed interest is less open to this objection; and it is 
possible that some intensification of disinflationary policies domestically 
would help to raise the flow of such capital into Australia. In the first 
place, if the disinflationary policy takes the form of a stricter monetary 
policy it will lead to a scarcity of monetary funds on Australian capital 
markets and to some rise in rates of yield on such capital funds; and 
this might help to attract funds to Australia. Secondly, the more 
effective the fight against domestic inflation in Australia, the less the 
prospect that the Australian pound will ultimately be depreciated or 
the smaller the depreciation that will be expected; and this may keep 
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some capital funds in Australia which might otherwise be removed. 
But it is not probable that any substantial new source of foreign capital 
ean be found in the near future and even if some contribution to the 
problem were made from an increased flow of capital into Australia, 
jtseems most improbable that that could, in the near future at any rate, 
cover the whole of the residual balance-of-payments deficit. We must 
examine the other remaining measures. 

Professor Lundberg and Mr. Hill in their article entitled ‘‘ Aus- 
tralia’s Long-Term Balance of Payments Problem’’ in the Economic 
Record for May, 1956, have enumerated some of the economic in- 
efficiencies which a permanent system of quantitative import licensing 
may entail: the botleneck situations which may develop, the encour- 
agement which may be given to monopolistic situations, the rise in 
the costs of export production which may result, and the protection 
which may be given to really inefficient lines of production. These 
criticisms were directed specifically against the use of quantitative 
import licensing. But I would like to add two more general considera- 
tions, which would tell against the discouragement of imports by a 
general duty or other levy on all imports as well as against the selective 
control of imports by quantitative import quotas. 

First, a reduction in Australian costs relatively to overseas costs 
(whether it was brought about by a fall in Australian wage-costs, a 
rise in foreign wage-costs, or a depreciation of the foreign exchange 
value of the Australian pound) would do something to encourage Aus- 
tralian exports as well as to discourage imports. Moreover, it would 
also do something to affect invisible as well as visible trade. To give 
one example of this last point, a reduction in Australian costs rela- 
tively to United Kingdom costs would reduce freight rates on coastal 
shipping from Sydney to Fremantle relatively to sterling freight 
rates from London to Fremantle and would thus help to divert Western 
Australian demand onto the manufactured products of the Eastern 
States shipped in Australian ships. As one who believes that there 
are still important economies to be obtained from concentrating output 
where comparative costs are lowest and who thinks that the price 
mechanism in the market is still the most efficient and rapid calculat- 
ing machine yet devised for the solution of the rather complicated 
economic riddles involved, I start favourably disposed to general price 
changes which adjust conditions in all markets rather than to import 
restrictions or duties which concentrate their effects on one group of 
products or prices. 

Second, we should look for a system of balance-of-payments 
adjustment which, if generalised for all countries, would work smoothly 
and effectively. For reasons which I cannot now develop I believe that, 

if Australia uses the general price mechanism rather than concentrat- 
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ing on the limitation of imports to solve her balance-of-payments 
problems, it will be easier for the United Kingdom and other countries 
to adjust their foreign trade to the corrective adjustments taken by 
Australia, just as it will be easier for Australia to solve her balance. 
of-payments problems if the United Kingdom and other countries use 
the general price mechanism rather than the limitation of imports to 
deal with their difficulties. In other words, I think a generalized system 
of exchange-rate variation or wage-rate adjustment is better than a 
generalized system of import restriction. 

Accordingly I propose to turn now to a consideration of the two 
basic ‘‘price-mechanism’’ methods of dealing with a residual balance. 
of-payments problem, namely (1) wage policy which will adjust Aus- 
tralian wage costs to foreign costs, and (2) exchange-rate policy, in 
order to consider whether either or both of them can be expected to 
work satisfactorily in the Australian case. If our answer is No, then 
we shall be driven back on to import restrictions as the only remaining 
effective method. I shall start by considering a basic question which is 
common to both types of price-mechanism policy; namely, is the 
structure of the Australian economy such that a general price adjust- 
ment, however brought about, can be effective in removing a residual 
balance-of-payments deficit ? 

Now a depreciation of the exchange rate and a cut in wage-rates 
are best regarded as alternative means of raising the price of imports 
and exports relatively to the price of other products in the Australian 
economy. 

The way in which a depreciation of the rate of exchange brings 
about this change in relative prices is clear. An increase in the number 
of Australian pounds payable or receivable for a given amount of 
sterling or dollars will tend to raise the price of imports and exports 
in Australia, since nothing will have happened directly to change the 
price of these products in overseas markets in terms of overseas cur- 
rencies; but the depreciation will not itself have done anything to 
raise the price of other goods and services produced in Australia. (It 
must be remembered that we are assuming a sufficiently disinflationary 
financial policy in Australia to prevent the price of such products from 
being driven up by an excess of money demand over and above their 
costs of production.) 

A similar change in relative prices could have been brought about 
by a general reduction of money wage rates in Australia. Such a 
reduction would reduce the costs of goods produced in Australia and, 
on the assumption of a sufficiently disinflationary financial policy to 
adjust demand to what is sufficient to cover costs, the prices of such 
goods when consumed in Australia would be reduced. On the other 
hand, the prices of imports and exports would tend to be kept up to 
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the level at which these products were being traded in overseas 
markets. Once again the prices of imports and exports would tend 
to be raised relatively to those of other products in Australia. 

This change in relative prices might help in various ways to 
increase the volume of goods made available for export or to reduce 
the volume of imported goods which people wished to purchase. 

First, the rise in the profitability of producing exportable 
products relatively to other products might increase the volume of 
exports. Wool and other rural products account for the greater part 
of Australia’s exports; but the production of these rural products 
uses such different resources from the production of non-rural output 
that there is not likely to be any appreciable quick increase in output 
of rural products consequent upon a rise in the price of rural rela- 
tively to non-rural products. Of course, if the price of one rural 
product (say, wheat) rises relatively to that of another rural product 
(say, wool), then at the margin there may be some significant shift 
of land and other resources from the latter to the former line of pro- 
duction. But the problem we are now considering is where the price 
of all rural exportable products together rise relatively to that of 
non-rural products; and this will not lead to any great immediate 
expansion of total rural output. On the other hand, it may well be 
that there is a significant range of manufactured goods which Australia 
might well begin to produce for export to some of the neighbouring 
countries as they develop their economies, if Australian costs were 
brought more in line with costs in other manufacturing countries; the 
expansion of these industries would use resources of labour and capital 
which might well be attracted fom other lines of domestic production. 

Second, the rise in the price of Australian exports will raise their 
cost to the Australian consumer, who may thus be induced to shift 
his own purchases on to cheaper alternative products and thus to 
release more exportable goods for actual export. In the case of Aus- 
tralia’s great export product, wool, this cannot be of any great import- 
ance. Australia already exports over 90 per cent of her output of 
wool, so that, even if a rise in the price of raw wool did cause Aus- 
tralians to consume appreciably less of it at home (which is not very 
probable), it could not release much more for export. But Australia 
herself consumes some two-thirds of her production of butter, half 
of her cheese, a third to a quarter of her canned fruit, two-thirds of 
her eggs, three-quarters of her meat, and over a third of her wheat. 
If a relative rise in the price of these exportables did cause any signi- 
ficant shift of demand on to alternative home-produced products (and 
why should not a rise in the price of butter, for example, be allowed 
to cause a shift of demand on to margarine?). The effect in increasing 
supplies available for export might be considerable. There may also 
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be some real significance in the shift of Australian demand away from 
manufactured goods which she exports or might export on to other 
home products which could not be exported. 

On the import side the picture is more encouraging. A rise in the 
price of imports relatively to other goods can be expected to have a 
very considerable effect upon the volume of goods which Australians 
will wish to import. Direct import replacements in many cases in 
Australia do not require very specialized factors for their production; 
and many imports compete in consumer’s purchases fairly directly 
with many other home-produced products. A rise in the price of imports 
relatively to other products is, therefore, likely to cause a considerable 
reduction in the demand for imports both because the demand for 
these types of product will fall and because the output of them in 
Australia itself will rise. Less will be wanted; more will be produced 
at home, and for both reasons the demand for imports will be reduced. 

The scope for a further reduction of actual Australian imports 
in present conditions must not be exaggerated. Import licensing has 
already caused Australian imports to be confined more and more to 
imports of raw materials and producers’ equipment which cannot be 
produced at home. But we are, of course, considering the use of the 
price mechanism as an alternative to import licensing; and a rise in 
the price of imports relatively to other products would, for the reasons 
which we have just discussed, reduce the demand for those replaceable 
imports which are at present excluded by administrative licensing. 
In so far as the future Australian balance-of-payments problem should 
turn out to be so serious as to require still further limitation, the 
price-mechanism method will have the advantage of raising the price 
of all imports equally and thus will induce throughout the community 
an economy of the direct or indirect use of imported supplies of all 
kinds, the further savings of imports being thus automatically con- 
centrated on those lines of production where the import content of 
home output is greatest and where, therefore, a further saving of 
imports causes least damage. Such a result could, of course, be obtained 
by substituting a general ad valorem charge or duty on all imports 
for the present system of selective import licensing. But if Australia’s 
situation is such that she is likely to have real difficulty in financing 
the import of adequate supplies of indispensable materials and pro- 
ducers’ equipment, then her future must lie in expanding her exports 
(including exports of manufactured goods) iu order to finance a more 
adequate volume of imported materials and equipment; and this 
requires a general price adjustment which will stimulate exports as 
well as restrict imports. 

Of course, all the various shifts of output and of demand which 
we have discussed above will take time to develop. We cannot expect 
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any substantial shift of resources into the production of exportable 
and of import-replacing products to take place immediately upon a 
change in relative prices and profitabilities. Some small changes requir- 
ing only a movement of unskilled labour from one firm to another in 
the same district may take place practically immediately; but sub- 
stantial shifts which require the retraining of labour, the movement 
of labour from one district to another, or the installation of new equip- 
ment will take time. Shifts of demand between final products are 
less liable to delay for technical reasons, but patterns of consumer’s 
expenditure will be modified only gradually in response to price 
changes. We can expect a general price adjustment in Australia to 
exert its full effect on the volume of goods offered for export and the 
volume of goods desired by importers only after the lapse of some con- 
siderable time. I shall return later to the problem of filling the gap 
during the process of change. 

So far we have argued as if the price of Australian exports and 
imports on world markets would remain unaffected by the steps which 
were being taken to put her balance of payments right. Would this 
necessarily be so? A reduction in Australia’s purchase of imports 
would probably not cause any very appreciable fall in the price at 
which she could obtain these goods in foreign markets; for in general 
Australia makes up only a small part of the total world market for 
them. This is no longer universally true of Australia’s imports; she 
provides, for example, a very substantial market for United Kingdom 
motor-cars; and a sharp reduction in Australian purchases may sig- 
nificantly keep down the price of such cars. We may conclude that a 
considerable reduction of imports by Australia might cause a moderate, 
but only a moderate, fall in their price. On the other hand, Australia 
does produce a relatively large part of the world supply of some 
export products like wool and an appreciable increase in the amount 
which she put on the world market might cause an appreciable fall 
in the world price. But wool is becoming increasingly subject to the 
competition of synthetic fibres and the overseas demand is probably 
for this reason already considerably more responsive to changes in 
price than used to be the case. In the case of some of Australia’s 
exports, like wheat, imports into the buying countries are seriously 
impeded by quotas and other rigid import barriers. In such cases any 
attempt on Australia’s part to increase the volume of her sales would 
inevitably lead to a substantial fall in the price of the product with 
only a small increase in the amount sold. But in the case of these staple 
export products we have seen that Australia is not in fact likely to 
put much more on the world market as the result of a general: price 
adjustment. Exports of manufactured products by Australia have to 
compete with similar exports from other countries, and an increase in 
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The Australian economy is such that a general adjustment of 
Australian prices and costs relatively to world prices and costs would 
effectively improve Australia’s balance of trade. It would considerably 
decrease her demand for imports and somewhat increase her supply 


of exports at not very different terms of trade between imports and 
exports. 
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A further redistribution of income in favour of the producers 
of primary products for export may well be regarded as an undesir- 
able feature of the use of the price mechanism. If so, the rational and 
logical step would be to combine with the use of the price mechanism 
some fiscal arrangements to offset this undesired redistribution of 
income. For example, the institution of some special scheme for the 
stabilization of wool prices, or the removal of special leniencies in the 
way in which pastoral incomes are taxed, or a general recasting of 
the tax system whereby richer persons pay a rather larger and poorer 
persons a rather smaller proportion of their incomes in tax. If the 
avoidance of quantitative restrictions would in fact in itself help to 
raise total real incomes (on the old-fashioned free-trade grounds that 
it would enable Australia to concentrate more on the production of 
things in which she is most efficient), it is likely that some other more 
direct and effective method of redistribution could be found to prevent 
the excessive enrichment of landowners. 

There is one other, closely related, reason why the method of 
import restriction may be more easy to apply in Australia than the 
general price-mechanism method. As we have seen, the latter method 
consists in getting Australian costs and, in particular, wage-costs lower 
than before in relation to costs in other countries. This can be brought 
about by a reduction in Australian wage-costs in terms of Australian 
pounds with a corresponding fall in the price of the general range of 
Australian products but without a corresponding fall in the price 
of importable products (ie., of imports and of import-competing 
products) and of exportable products. Or else it can be brought about 
by a depreciation of the rate of exchange which leaves wage-costs and 
the price of a wide range of domestic products unchanged but raises 
the price of importables and exportables in terms of Australian pounds. 
In both cases the real wage rate tends to fall in so far as the prices 
of importables and exportables enter into the wage-earners’ cost of 
living. I shall have more to say later about the question whether it is 
easier to achieve this restraint on real wage rates by the one or the 
other method of applying the price mechanism. At the moment I want 
to address myself to the question whether the use of import restric- 
tions enable one to avoid this problem completely. 

There is in fact a similar problem with import restrictions. These 
by making imported products scarcer on the home market will tend 
to raise their price and so the cost of living. If wage-rates were raised 
as a result of this rise in the cost of living, domestic costs and prices 
would be raised and a vicious spiral of inflation might ensue. The 
dangers of a system of variable exchange rates in such conditions of 
a cumulative domestic inflation are well known; it would lead to a 
perpetual cumulative tendency for the Australian pound to lose its 
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value in terms of other currencies. But strangely enough the equally 
bad—and possibly worse—effects of import restrictions in similar 
circumstances are often overlooked. If there is a continuing domestic 
inflation of costs relatively to foreign costs at a fixed rate of exchange, 
exports will continually decline. Import restrictions will, therefore, 
have to be made more and more severe, and there is no logical end to 
this process until imports and exports are both reduced to zero. A 
system which tends to reduce trade to nothing must be compared with 
one which tends to reduce the foreign-exchange value of the cur. 
rency to zero; and this is an awkward choice which is best avoided, 
It can be avoided only by the avoidance of a cumulative domestic 
inflation. Import restriction is preferable to exchange depreciation on 
these grounds if, but only if, import restriction will make it possible 
to avoid a domestic wage inflation which cannot be avoided with 
exchange depreciation. 

There are some grounds for believing that in the Australian 
economy the wage problem may be somewhat more tractable with 
import restrictions than with the use of the price mechanism. 

First, there is the implication of the point which we have already 
made about the effects of import restrictions upon the distribution of 
income. Import restrictions will raise the price offered for importable 
products but not for exportable products, whereas the use of the price 
mechanism will raise the price offered for exportable as well as for 
importable products. The latter will, therefore, raise the real incomes 
of the owners of land relatively to the real incomes of wage-earners. 
The real wage rate (before payment of tax) in Australia can be main- 
tained more easily with import restrictions, even though—if a suitable 
fiscal method of distribution could be found which kept the real 
incomes of the owners of land constant—the real incomes of wage- 
earners (after payment of tax) could probably be maintained at a 
higher level with the use of the price mechanism. 

Second, it is sometimes argued that quantitative import licensing 
can be used to reduce imports, without raising their prices to con- 
sumers to the same extent as would occur if the same limitation of 
imports was achieved by other methods. Now import restrictions will 
make goods scarcer relatively to demand than they were before and, 
therefore, in the absence of price controls and rationing (which are 
difficult on constitutional grounds in Australia) either the price will 
go up or there will be scarcities and shop shortages. In the first case 
the consumer loses because the cost of living is higher, and in the 
second case he loses because the goods he wants are just not available 
at the prices quoted in the market. It would seem improbable that 
searcities and shop shortages could last for any very considerable 
time without leading to rises in price; but as long as they did last, 
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and to the extent that the wage-earner demands a higher money income 
to compensate him for a rise in the cost of living but not to compen- 
sate him for the inability to buy certain goods, the wage problem may 
be more tractable with import restrictions than with the use of the 
price mechanism. 

Third, import restrictions can be applied selectively to those 
products which enter least into the cost of living; and this provides 
an opportunity of avoiding part of the wage trouble. But theoretically 
the trouble could, of course, be as well or better avoided by the use 
of the price mechanism combined with a system of indirect taxes and 
subsidies which kept up the prices of goods which did not enter into 
the cost of living and kept down the price of those which did. 

If it is decided to use the price mechanism rather than the quan- 
titative control of imports as the means of adjustment for the residual 
balance-of-payments deficit, we have to ask whether the necessary 
adjustment of real wage rates would be more easily achieved in Aus- 
tralian conditions with a fixed exchange rate combined with a direct 
attempt to adjust money wage rates or with more or less stable money 
wage rates combined with an appropriate adjustment of the rate of 
exchange. There are three reasons why the latter method is often con- 
sidered likely to be the easier. 

The first reason we may call the ‘‘summer-time illusion’’. When 
to save daylight we want to get everyone to do everything an hour 
earlier, we put the clock on one hour; we do not attempt to persuade 
first family A, then factory B, then shop C, then office D, and then 
farmer E to start and to stop all operations one hour sooner by the 
clock. So when we need to get all real costs down by 10 per cent, it 
may be easier to alter the exchange rate than to reduce each money 
cost in turn. This argument probably has more force in a country like 
the United Kingdom where the wage rate is fixed independently for 
each trade and occupation by separate processes of collective bargain- 
ing than in Australia which until recently has been used to the concept 
of a single basic wage applicable directly or indirectly to practically 
all workers and capable of adjustment up or down by a single decision 
of an arbitration court. 

Second, there is what may be called ‘‘the money-wage illusion’’. 
In so far as wage-earners and other recipients of income think of their 
incomes primarily in terms of money—so many pounds and shillings 
per week—they will feel more concerned about a reduction in a money 
wage rate than about an equivalent rise in the cost of living. This would 
make an adjustment of real wage costs easier by an exchange-rate 
variation than by an adjustment of money wage rates. Once again 
this consideration is likely to have more force in the United Kingdom 
where the formal tying of wage rates to the cost of living is excep- 
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tional than in Australia where until very recently both in Common. 
wealth and State awards wage rates have been subject to automatic 
quarterly adjustment to changes in a cost-of-living index, so that the 
wage-earner has become much less subject to any money illusion. 

Third, there is what we may call ‘‘the money-tax illusion’’, Ip 
Australia income taxes have a high degree of progression in their 
incidence. The higher is a citizen’s money income, the higher is the 
proportion of his income which he must pay in tax. Now a general 
price adjustment which operates by a depreciation of the exchange 
rate, a rise of the prices of importable and exportable products, and 
no fall in money wage rates will result in a higher level of money 
incomes than one which operates by a fall in money wage rates and 
in the price of the general run of domestic products without any 
fall in the price of importable and exportable products. Since 
progressive scales of tax are fixed in terms of money incomes, 
the former method will automatically result in a higher average 
rate of tax than the latter. Since, as we have seen, the success 
of a general price adjustment in removing a residual balance-of- 
payments deficit depends upon its being accompanied by some intensi- 
fication of domestic disinfiationary pressure, this is a strong point in 
favour of the use of an exchange-rate adjustment. 

Against these considerations and in favour of the method of the 
direct adjustment of money wage rates with a fixed rate of exchange 
must be set what may be called ‘‘the financial-stringency illusion’’. 
So long as the exchange rate is fixed there will be certain interests in 
the community, namely the producers of exportables and of import- 
competing products, who will have a direct interest in keeping down 
domestic money costs, because they have to compete at a fixed exchange 
rate with similar products produced in other countries. Moreover, it 
is clear and obvious that, with a fixed exchange rate, to remove a 
balance-of-payments deficit without using import restrictions requires 
a disinflation both of money costs and of money demand and prices. 
For reasons which have already been given above, it is in fact also 
true that a depreciation of the exchange rate requires a disinflationary 
domestic financial policy if it is to sueceed in removing a balance-of- 
trade deficit; for it is necessary to restrict domestic demand when 
domestic supplies become scarcer as exports expand and imports con- 
tract. But this may be less obvious to the man in the street, who may 
be subject to the illusion that domestic financial restraint is unneces- 
sary if the effects of higher prices and costs can always readily be 
offset by a further depreciation of the exchange rate. If this is 80, 
final success may be more probable if some attempt is made to adjust 
money wages directly at a fixed rate of exchange. 
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This method is, however, bound to be slow and uncertain. The 
present need in Australia is to bring about an appreciable reduction 
in Australian money wage costs relatively to foreign money wage costs, 
if import restrictions are to be removed. It is quite uncertain what 
vill happen to foreign wage costs; they will rise in so far as foreign 
money wage rates go up and they will fall in so far as foreign cur- 
rencies may be depreciated or the productivity of foreign labour rises. 
All these developments are uncertain and beyond Australia’s control. 
She can only hope that foreign wage costs will rise so that her adjust- 
ment can be made with smaller pressure on Australian wage rates. 
The best that can probably be expected from Australian wage policy 
is that for some time money wage rates should not actually rise. It 
would seem to be fanciful to expect that an appreciable reduction in 
actual money wage rates could be achieved in the modern full- 
employment Australian economy. 

If this is so, the adjustment of the Australian balance of payments 
by this method is at best likely to be a relatively slow affair. First, the 
fall in Australian wage costs relatively to foreign wage costs is likely 
to be slow; and, second, as was pointed out above, the necessary 
adjustments of the flows of imports and exports to this change in 
relative costs and prices is itself likely to take considerable time. 
During this prolonged process import licensing will have to be main- 
tained and can only be tailed off as and when imports are in fact 
restrained and exports promoted by the price adjustment. An 
exchange-rate adjustment, provided always that it can be combined 
with a sufficiently disinflationary financial policy and with a restraint 
of money wage rates, would adjust relative prices and costs very 
quickly—indeed, more or less instantaneously,—and the process of 
removal of import restrictions could start that much the quicker. 

It is arguable that a slow and gradual adjustment is in any case 
preferable to the more rapid adjustment which an alteration in the 
exchange rate might make possible. The argument runs as follows: 
It is impossible to predict with certainty the future course of any 
balance of payments, and particularly of the Australian balance of 
payments with its great reliance on the price of wool which is subject 
to wide fluctuations. If something sometime goes wrong with the 
Australian balance of payments, it is impossible to say with certainty 
whether the change is permanent (and requires, therefore, a vast 
structural change) or mainly temporary (and requires, therefore, only 
asmall structural change but presents a serious problem of filling a 
short-run gap). If the problem is in fact of the latter type, one does 
hot want to make a vast price change through a large depreciation 
of the exchange rate, with all its difficult and disturbing reactions on 


the cost of living, merely in order to have to reverse it next year or 
c 
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the year after. But since one never in fact knows whether a given 
change will lead to long-lasting trouble or not, the best policy is tp 
see that the price adjustment is always being made at a moderate pace 
in the direction which the present situation demands. Meanwhile, the 
short-run gap must be controlled by import restrictions. 

But against this it may be argued that a sharp deterioration jn 
the balance-of-payments situation may turn out to be permanent and 
to require an appreciable structural change in the economy. If in these 
circumstances the price adjustment starts off only at a snail’s pace 
in the correct direction, import restrictions will become almost a per. 
manent feature of the economic system. In my opinion, the argument 
from uncertainty presents a strong case against the use of the instrv- 
ment of the variable exchange rate in the form of alterations from 
time to time in the rate at which the Australian pound is pegged to 
other currencies. For in that case the authorities will naturally and 
properly avoid making a once-for-all (or perhaps one should say, a 
once-for-some-considerable-time) change in the exchange rate until 
it is unequivocally clear that an appreciable change is required; and 
even then a guess will have to be made at what is the correct level for 
the new peg; and the chances are very high that this guess will turn 
out to be wrong. In the end the exchange rate might be subject to 
spasmodic and substantial alterations, each change taking place only 
when an alteration was clearly overdue. This would constitute a specu- 
lator’s paradise. At each of these critical points it would become clear 
that a big profit might be made by selling the currency (if a deprecia- 
tion were overdue) or by buying the currency (if an appreciation were 
overdue). In neither case would any good social purpose be served by 
the speculation. 

The position would be different with a freely fluctuating exchange 
rate. In this case if something went wrong with the balance of pay- 
ments, the rate of exchange of the Australian pound would immedi- 
ately fall. As it fell, more and more people with their varying assess 
ment about the underlying real factors, such as the long-run outlook 
for Australian produce in world markets, would pass from the category 
of those who thought that the Australian pound was overvalued to 
those who thought that the current value of the Australian pound was 
so low that, when the new price relationships had had time to work 
out their full favourable effects upon Australian imports and exports, 
the value of the Australian pound would rise again. In other words, 
as the value of the Australian pound fell, more and more speculators 
would stop selling and would start buying Australian pounds, until 
a point was reached at which a temporary deficit on the balance of 
payment was being financed by an inflow of speculative funds. There 
after, the rate of exchange would rise or fall from month to month 
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as events helped to show the true seriousness of the initial disturbance 
or as new disturbances, favourable and unfavourable, occurred and 
demanded new estimates of Australia’s long-run prospects. 

In order that such a system should have a real chance of working 
effectively two conditions need to be fulfilled. 

First, there must be a number of clever and rich men or institu- 
tions who are able to make well-informed and intelligent judgments 
about future commercial prospects and are prepared to back their 
judgment in the foreign exchange market. On this score I would be 
optimistic. Funds have in the past moved into or out of the Australian 
pound on a considerable scale in expectation of an alteration in the 
exchange rate, as witness the considerable inflow of capital into Aus- 
tralia in 1949/50 and 1950/51 when an appreciation of the Australian 
pound was expected. There are many clever men of the right kind in 
London, and probably also in New York, Zurich, Amsterdam and Paris, 
to say nothing of Sydney and Melbourne who might perform this 
ueful speculative function. 

But in order that they should do so one further condition must 
be satisfied. It must be confidently expected that there is not going to 
be a domestic inflation of money incomes, prices, and costs in Aus- 
tralia. Our clever men must be asked to speculate on such commercial 
matters as the long-run prospects of the world demand for wool and 
not on such political-financial matters as whether there is going to 
be a runaway domestic inflation in Autralia. For in the latter case, 
when something went wrong with the balance of payments and the 
Australian pound started to fall in value, our clever men might sell 
Australian pounds simply because they expected the trouble to lead 
to an inflation inside Australia which would make further depreciation 
of the exchange rate necessary; and the speculators’ flight from the 
Australian pound might itself cause an unnecessary depreciation of 
the exchange rate and a consequent rise of the Australian cost of living 
of such a magnitude that it in fact caused the domestic inflation which 
itself in turn justified the speculators’ pessimism. 

So whatever way one looks at the problem, one comes back to the 
same basic conclusion. In order to achieve a satisfactory solution of her 
balance-of-payments problems it is essential that Australia should 
operate from a firm domestic financial base. This involves three 
elements. First, there must be a monetary and budgetary dis- 
inflationary policy, quickly and promptly adjustable to changing 
tireumstances, such as to avoid too great a tension in the domestic 
markets for commodities and for labour but without causing any 
substantial unemployment. Second, there must be some machinery for 
the settlement of wage problems which is capable of keeping increases 
of Australian wage rates at least down to the rate at which the pro- 
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ductivity of Australian labour is rising, without any tie to the cost 
of living. Thirdly, there must be some fiscal arrangements for obtain- 
ing desired effects upon the distribution of income without having to 
rely on import restrictions as the only practicable method of affecting 
the incomes of rich landowners. 

This is perhaps enough to be getting on with! When these con. 
ditions have been achieved, experience will show whether it is possible 
to bring about necessary alterations in Australian prices and costs 
relative to foreign prices and costs at a reasonable speed by means of 
the direct control of wage rates at a constant rate of exchange. My own 
guess would be that, if and when the conditions for a firm domestic 
financial base have been achieved, the situation will be such that the 
sharper instrument of a freely fluctuating exchange will also be found 
to have lost its dangers. But these are issues for solution in the future. 


JAMES MEADE 


Australian National University. 
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(OWNERSHIP AND CONTROL OF THE ELECTRICITY SUPPLY 
INDUSTRY IN AUSTRALIA 


1. Introduction 


The history of the ownership and control of the electricity supply 
industry in Australia reveals a secular movement away from the 
original pattern of many independent privately and publicly owned 
mterprises to a co-ordinated industry under the control of one or 
several statutory (or semi-governmental) bodies in each State. Whilst 
the trend towards public ownership became a feature early in the 
history of the industry,! the forces working for co-ordination through 
eentral planning did not gather strength for some time and then moved 
mly slowly and at varying times and pace in each State. 

In this article an examination is made of the forces which have 
uderlain the secular movement towards central public ownership 
and control. This organization is then contrasted with the pre- 
dominantly privately owned but regulated electricity supply industry 
in the United States of America. Finally, consideration is given to 
the possible future course of events in Australia, especially in con- 
nection with the role the Commonwealth Government may play. 


2. The Movement Towards Co-ordination 


The changing pattern of the ownership of electricity generating 
stations is shown in Tables I and II. The former table reveals a con- 
siderable absolute and relative decline in the number of stations 
privately owned. The decline has accelerated since World War II and 
directly reflects the growing centralization of electricity generation 
within large stations owned and operated primarily by semi-govern- 
mental authorities. 

A fuller appreciation of the trend towards an essentially publicly 
owned industry can be obtained from Table II, which shows firstly, 
that already by 1937-8, public ownership had become a notable 
feature; and secondly, since 1946-7, that there has been a marked 
acceleration towards semi-government ownership, a direct reflection 
again of growing centralization and hence co-ordination of control. 
Generally speaking, State Government action through statutory cor- 
Porations became effective in each State in the following years: 
Tasmania, 1914; Victoria, 1918; New South Wales, 1935; Queensland, 


1. Main sources of early history: Tait’s Electrical Directory of Australia and 
ew Zealand, early editions—first published 1912-3 (Tait Publishing Co., Mel- 


une), and Annual Reports and other records of the major electric supply 
authorities, 
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TABLE I 1938 
Ownership of Electric Generating Stations—Australia yiou 
role, 
Publicly Owned the. 
Privately O 

Semi- Local | Tou | and 
Year Government Government Total in t 
No. No. No. Percent. No. Percent. No. ente 
othe 

(5) (5) (5) (5) (6) f 
1936-7 ms 22 155 177 47 196 53 373 ew 
1938-9 .. 19 162 181 | 46 | 214 | 54 | 305 JF hoy 
1946-7 ie 27 157 184 50 186 50 370 | 
1953-4... 57 159 216 62 135 38 35] § com 
mail 

(a) Includes major factories generating electricity for their own use where | 25 f 
the volume is sufficiently large to have that section of the factory classified for of tl 
statistical purposes as an Electricity Generating Station but excluding factories 
classed as “Auto” producers where generating is on a relatively small scale for 
own use. 

(b) Commonwealth Production Bulletin No. 35, Table No. 50; Common ~ 
wealth Secondary Industries Bulletin No. 47, Table No. 63, and Commonwealth } 00-0: 
Bureau of Census and Statistics. Statistics are not available before 1936-7. wert 

lishr 
TaBLeE II 3 
Electricity Generated by Class of Ownership (a) 
Publicly Owned a Owned | os | fave 
indu 

Semi-Govt. Local Govt. Total b 
Year % of y I 

kWh Total | kWh 
kWh % of % of % of oh abe 
Milions | ‘Total | kwh | foaa | wn | or | Millions — 1 
Gener- | Millions | Gener- | Millions | Gener- owns 
ated ated ated 
Gove 
(6) (0) (6) (0) Tio a 
New South Wales— 

1937-8 669 37 713 39 1382 76 435 24 1817 2 
1946-7 1258 39 1241 38 2499 17 729 23 3228 Lab : 
1953-4 4053 74 248 5 4301 79 1149 21 5450 ond 1 

Victoria— A 
1937-8 1024 91 44 4 1068 95 60 5 1128 * 
1946-7 1764 88 72 4 1836 92 166 8 2002 tT | 
1953-4 3237 91 124 4 3361 95. 185 5 3546 1800. 
Australia— } 
1937-8 2296 53 949 22 3245 75 1108 25 4353 (So t 
1946-7 4301 57 1668 22 5969 79 1559 21 7528 5] ut 
1953-4 9964 73 1720 13 11684 86 1876 14 13560 ich 
4 

_ (a) Includes the production of those factories classed as “Auto” producetst restric 
which generate electricity on a relatively small scale for their own_ use andy thus 1 


where generating plant is not classified, for statistical purposes, as an Electricity} ings | 
Generating Station. The proportion of electricity generated by Auto producers }19)I t 
Australia has not exceeded about 6 per cent per annum, it being 5-8 per cent 
3-9 per cent in 1937-8 and 1953-4 respectively. } 

(b) Commonwealth Bureau of Census and Statistics. Statistics are 0 
available before 1937-8. 
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1938; South Australia, 1943; and Western Australia, 1946.2 Pre- 
yiously, the respective State Governments had not played an active 
role, although soon after electricity was introduced commercially in 
the late 1880’s, they began to empower various authorities to generate 
and to supply electricity. In N.S.W. local government was more active 
in this respect than in any other State,? whilst in Victoria private 
enterprise was well to the fore during the early years.‘ In each of the 
other States both private and local government authorities, and in a 
few cases semi-government, were among the pioneers. By 1938-9, as 
shown in Table I, the number of privately owned stations totalled 214 
compared with 181 publicly owned. The former, however, were located 
mainly in rural towns and so were relatively small, generating only 
5 per cent of total kilowatt-hours. Moreover, a significant proportion 
of this was produced in factories generating their own power. 

It was thus within the framework of an industry chiefly publicly 
owned and continually becoming more so that the forces making for 
co-ordinated electricity supply systems slowly exerted themselves and 
were finally given official recognition in each State through the estab- 
lishment of major statutory corporations. 


3. Forces Making for Public Ownership and Central Planning 
(a) State Legislation 


State Governments generally, for local environmental reasons 
favoured by State political aspirations, have wished to ensure that 
industrial development within their boundaries should not be retarded 
by lack of ample, reliable, and cheap supplies of electric power. 

The foundation for central integrated development with public 
ownership was first firmly laid in Tasmania when, in 1914, the State 
Government formed the Hydro-Electric Department, empowering it 
to develop the State’s water power resources and to supply electricity 


2. The respective Governments at these dates were: Tasmania—Earle, 
Labour; Victoria—Lawson, Nationalist (or Liberal) ; New South Wales—Stevens 
and Bruxner, Liberal and Country; Queensland—Forgan Smith, Labour; South 
Australia—Playford, Liberal and Country; and Western Australia—Wise, Labour. 

3, Up to 1905, of six permanent public systems established in N.S.W. (namely 
at Tamworth, November, 1888; Young, April, 1889; Penrith, 1889; Broken Hill, 
18; Newcastle, 1891; and Sydney, 1904), the only privately owned undertaking 
was that at Broken Hill and this was purchased by the local council in 1905. 
(Sources: As for footnote 1 and The Daily Telegraph, 7th June, 1890—article 
Electric Lighting of Municipalities, reprinted in pamphlet by The Australian Gas- 
light Co., Sydney, 1890; copy in Mitchell Library [cat. No. 621-32 A].) 

4. In the Melbourne city area, two private companies were operating on a 
restricted basis in 1900, when both were acquired by the Melbourne City Council, 
thus removing all competition from within the city area. Other private undertak- 
mgs began limited supplies in the metropolitan area south of the River Yarra. In 


oducers }19)1 these were amalgamated into the Melbourne Electric Supply Company Limited. 
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P to 1905, private authorities had inaugurated an electricity supply in the extra- 
netropolitan towns of Nhill in 1891; Geelong, 1901; Bendigo, 1903; Ballarat, 
- Jreemaaees 1905; Inglewood, 1905; and Kerang, 1905. Sources: As for foot- 
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in bulk to several municipalities and industries, thereby assisting 
especially the establishment of the metallurgical industry. In 1930, 
the Hydro-Electric Commission was constituted to take over the 
development of power resources and it gradually acquired, usually 
at its own instigation, each local authority’s distribution system. The 
commission now owns and controls practically the entire electric power 
supply system in Tasmania. 

In Victoria a statutory corporation, called the State Electricity 
Commissioners, was constituted in 1918 to initiate the co-ordinated 
development of the State’s power resources. Its establishment followed 
the report of the Advisory Committee on Brown Coal which had 
strongly recommended the development of the brown coal deposits 
at Morwell. The Committee also advised, inter alia: 

“**8. That whether or not the State undertake the generation 
and distribution in bulk of electrical energy, the State should 
control and direct the co-ordination of all State and statutory 
generating and distributing schemes in Victoria, so as to ensure 
the adoption of standards that will admit of efficient inter. 
connection of these schemes and the economical supply of elee- 
trical energy throughout the State.’’5 
This recommendation was to exert a more far-reaching influence 

on the future course of the ownership and control of the electricity 
supply industry in Australia than is commonly recognized. 

The Committee’s findings, and the action taken as a result, 
received general approval at the outset and soon gained further 
support principally on the grounds that in a young and expanding 
economy State control would ensure the desired pace of development 
of this virtual monopoly along the proper lines.® 

In 1920, the Government, by Act of Parliament, changed the 
name of the statutory corporation to the State Electricity Commis- 
sion of Victoria and empowered it to continue the exploitation of the 
State’s coal resources, to generate and to supply electricity in bulk 
or by retail to consumers, and at the same time to control and to 
co-ordinate the generation and distribution of electricity throughout 
the State. Central public control and ownership of generation and 
distribution is now virtually complete. In 1953-4, ‘‘the Coin 
supplied (directly or indirectly) 98:5 per cent of the electricity con- 
sumed in Victoria.’ 

In N.S.W., the first step towards co-ordination came with the as 
and Electricity Act 1935. Previously the Local Government Act had 


5. Report of the Advisory Committee on gpa Coal (State of Victoria 
a Printer, Melbourne, September, 1917), p. 
See for instance, Parliamentary Debates, Si 150 (1918), 
154 C1919), 156 (1920), and 159 (1921), for debates on Bills relating to electric 
power development. 
7. State Electricity Commission of Victoria, 35th Annual Report, 1953-4, p. 6. 
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given wide powers to councils and other bodies to supply electricity. 
But each undertaking was permitted to grow independently with no 
entral plan to ensure a regulated and co-ordinated development.® 
Ample local supplies of high grade coal supported this growth. 

The Gas and Electricity Act 1935, provided, inter alia, for an 
Electricity Advisory Committee, to which electricity supply authorities 
were bound to submit their development plans. The committee’s powers 
were, however, limited since, when it disapproved of any scheme its 
mly action could be to veto the proposal. Then the much expanded 
demand for electricity during the second World War, and the desire 
for greater security of power supplies, brought a voluntary inter- 
connection of the major power stations. These events, backed by a 
growing recognition of the fundamental economic and technical ad- 
vantages of integrated electric power development, slowly weakened 
the opposition to ‘‘thorough re-organization’’, especially that of the 
Local Government Association.® Furthermore, by the end of 1945, the 
Government had sought three further reports each of which strongly 
recommended the establishment of a central authority to co-ordinate 
the development of the generation and transmission of electricity.!° 
Thus: the Government, intent on setting the industry on a sounder 
basis, strengthened its co-ordinating powers through the Electricity 
Development Act 1945, whereby it constituted the Electricity Author- 
ity of New South Wales which, apart from taking over the duties of 
the Electricity Advisory Committee, is empowered to regulate and to 
promote an improved and co-ordinated development and expansion 
of electricity supply throughout the State. The authority is not em- 
powered, however, to construct, operate, or acquire any power stations. 

The next move by the State was the appointment in 1949 of the 
Emergency Electricity Commissioner, whose duty was to organize on 
an equitable basis the general restrictions on the use of power arising 
from the inability to meet the full unrestricted demand for electricity 
because of the relative shortage of generating equipment. An outcome 
of the above events was the constitution in 1950 of the Electricity 
Commission of New South Wales. Its principal function is to generate 
and to transmit the electricity requirements of the interconnected sys- 

8. See A. J. Gibson, “Report on Power Development in Australia”, Papers 
Presented to Parliament, Commonwealth of Australia, 1929, No. 56, pp. 23 and 43. 

9. See S. F. Cochran, Report on the Re-organization of Electricity Supply in 
New South Wales, presented to the State Government in 1944. (Not printed; copy 
in library of Electricity Commission of New South Wales). See also “Leaders” 
in The Sydney Morning Herald, 7th March, 1935, and 2nd November, 1945. 

_10. The first was that of London consulting engineers: Rendel, Palmer and 
Tritton, Report on Electrical Development in New South Wales (Government 
Printer, Sydney, 1937}. The second report was by S. F. Cochran, loc. cit. The 
third contained Recommendations of the Electricity Advisory Committee on the 
Question of the Co-ordination and Control of Electricity Generation and Distribu- 


fon (Government Printer, Sydney, 1945). It was this report which the Govern- 
ment largely endorsed in the Electricity Development Act 1945. 
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tem in order to provide bulk supplies to the various distribution 
authorities, chiefly county, shire, or town councils. For this purpose, 
the commission was empowered to acquire the power stations of the 
major generating authorities in N.S.W.™ The Electricity Authority 
and the Electricity Commission co-operate closely in the performance 
of their functions. 

In South Australia, an especially important aim in the develop. 
ment towards co-ordination was the desire to reduce the State’s total 
dependence (before 1947) on imported coal, a natural disadvantage 
not shared by any other State. It was not uncommon for strikes, at one 
or more points in the supply channel, to interrupt deliveries of coal 
(mainly from N.S.W.), on oceasions for several months. The relatively 
high rate of growth of secondary industry in S.A. after the mid-1930’s 
increasingly emphasized the seriousness of this weakness. Con- 
sequently, there was a growing case, considerably strengthened dur- 
ing the war on strategic grounds, to exploit the State’s coal deposits 
at Leigh Creek. 

The first positive step towards central control came in 1943 with 
the formation of the Electricity Commission of South Australia, which 
was empowered to investigate, inter alia, the economics of the State’s 
coal resources, and ‘‘ . . . the supplies of electricity within the State 
and the possibilities of improving, increasing, and cheapening such 
supplies and extending the use of electricity’’.12 The commission, hovw- 
ever, had no power to generate, t:ansmit, or distribute electricity. 
Then, in 1946, the Electricity Trust of South Australia was constituted 
to acquire the State’s only major electricity undertaking, the Adelaide 
Electric Supply Company Limited, and to undertake the winning of 
Leigh Creek coal. 


(b) Influence of Technical Progress and Growth of the Market 


Central planning in its embryo form can be identified in the fran- 
chises granted the pioneers of the industry to be sole suppliers of elec- 
tricity, thus avoiding uneconomic competition through a duplication 
of services. The area of supply, on the other hand, was limited in each 
franchise for two main reasons: first, it was only economic to serve 


11. The power stations were those of the Sydney County Council, the Depart- 
ment of Railways, the Southern Electricity Supply (owned and operated by the 
Public Works Department), and the Electric Light and Power Supply Corporation 
Limited (commonly known as the Balmain Company). The former three have beet 
taken over by the Commission whilst, in the case of the latter, the commission 1s 
directing the control and operation of the company’s power station pending finaliza- 
tion of the purchase price terms of its acquisition. The commission now supplies 
approximately 93 per cent of the State’s total consumption of electricity. (See 
Report of the Electricty Commission of New South Wales, for the year en 
30th June, 1954. [Government Printer, Sydney, 1955] p. 7.) ; 
ss ip ee Act, 1943”, South Australian Statutes, 1943, No. 31, Sectio 

> @). 
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dosely populated localities with an assured lighting load—the main 
purpose for which electricity was at first used; second, “‘. . . the 
economical transmission of the energy was limited as to distance, and 
it was cheaper to transport by the then established conveniences the 
coal necessary for the production of the energy’’.1* However, the con- 
siderable technical progress achieved in the generation and transmis- 
sion of electricity together with the growth in the size of the market 
for electricity both extensively and intensively have continually 
widened the economic area of supply from small urban districts of less 
than one square mile to the greater part of the settled portions of each 
State and it now appears that the economic area of supply is extending 
beyond the State boundaries thereby making some interconnection be- 
tween the eastern States of Australia and South Australia economic- 
ally practicable. This matter is examined further in section 5. 

The following are the more important of the economic and tech- 
nical forces which have considerably reinforced the local environ- 
mental factors in the evolution of large scale central planning: 


(1) The economic development of larger generating units with 
advances in technology has provided savings in capital expenditure 
per kilowatt installed, as well as higher generating and operating 
efficiency. These savings being greater than the increase in transmis- 
sion costs, which have also fallen with improved techniques, have led 
to larger power stations and more extensive transmission systems. 
Smaller and relatively inefficient stations have been closed down. 
(2) The pooling of reserve capacity! among one or several inter- 
connected large stations rather than independent provision in in- 
dividual stations, provides an important saving in total generating 
capacity. (3) The diversity of loads supplied by a central authority 
serving a wide area enables its plant to be used more frequently than 
that of a small enterprise providing a limited local supply. This 
accounts for the higher load factor of the central authority of 50-55 
per cent, compared with about 30 per cent for the small local sup- 
plier. (4) In the interests of overall economy and reliability of service, 
a central authority is able to view the development of electric power 
from the point of view of the whole State, or particular areas not 
necessarily divided by political boundaries. Prior to the establishment 
of statutory bodies with co-ordinating powers, such planning was vir- 
tually non-existent. (5) Finally, a major authority, aided by: (i) the 
economies of large-scale operation and management, (ii) the financial 
backing of its own undertaking, and (iii) its ability to utilize modern 

13. A. J. Gibson, loc. cit., p. 1. 
14, In Australia, it is considered desirable in normal times to have a reserve 
capacity of approximately 15-20 per cent of generating plant, in order to ensure 


continuity of supply in times of unexpected breakdowns, particularly during peak 
load periods. 
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techniques, is able to exploit resources much more quickly and effic. 
ently and on a scale usually well beyond the scope of the small in. 
dependent local enterprise sometimes operated by a semi-trained tech. 
nical staff. Furthermore, a large undertaking is able to withstand 
sectional losses during the early developmental stages of a particular 
area or power load. It is here, for instance, that the attitude to the 
public (or national) interest can be of paramount importance in the 
determination of the nature and extent of the development ultimately 
undertaken. 


(c) The Importance of ‘‘ Public Interest’’ 


A fundamental requirement of any supply authority, especially 
since it holds a monopoly of distribution in its area, is that in for. 
mulating policies and developmental programmes it pays due regard 
to the public interest. ‘‘. .. The ambit of the term . . . public interest, 
in its relation to the supply of electricity, requires :— 


(A) Security—In the form of reliability, continuity, and suf- 
ficiency of supply ; and 
(B) Economy.—In the form of the cheapest supply to con- 
sumers,’’!5 
It could, however, be difficult for a private authority to justify to its 
shareholders any investment which, whilst in the public interest, would 
not provide an adequate return within a short time. The incentive to 
make investments which require nursing and time to develop is further 
damped where the private authority is operating under a limited 
tenure, or may at any time be acquired through legislation. 


(d) Institutional Factors 


There are two important institutional factors which have streng- 
thened the acceleration of the secular trend towards public ownership 
in Australia: first, exemption of public authorities from liability to 
taxation; and second, the lower rates of interest at which public 
authorities can raise capital. 

The ‘‘Reed’’ Royal Commission, which in 1945, enquired into the 
activities of the Adelaide Electric Supply Company (A.E.S.Co.) re- 
ported : 

‘*One of the large items in the Company’s annual expenditure 

is for company taxation. For the year ending 31st August, 1944, 

it was about £200,000, and for several years past it has been in 

the region of that amount. If this liability did not exist tariffs 
could be substantially reduced. The average price for 1944—1.66d. 


per kw. hour—would have been -24d. lower if the undertaking had 
been free from taxation. ... 


15. “Report of the Committee of Inquiry into Electricity Supply for South 
es Proceedings of Parliament and Papers, South Australia, 1943, No. 55, 
pS: 
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The average rate for interest and dividends paid by the Com- 
pany last year on debentures and share capital, and inclusive of 
reserves invested in the business, was 4:69 per cent. The corres- 
ponding figure for the State Electricity Commission of Victoria 
was 3°37 per cent... .’”16 
‘“Over the last 24 years the Company has paid £5,174,721 in 
dividends and interest. If it had obtained its capital at Treasury 
rates over this period a saving in interest and dividends of 
£1,370,712 27 would have resulted which would have been available 
for the purpose of reducing tariffs and/or strengthening re- 
serves, ’’18 
Both the above advantages to a publicly owned authority, lower 
cost of capital and freedom from taxation, exercised a strong influence 
on the Royal Commission and, together with its assumption ‘‘that the 
Trust [would] be made free from political control or interference’’!® 
and its conviction that ‘‘public interest must be the guiding prin- 
ciple’’2° in the supply of electricity, account in great part for its main 
recommendation that A.E.S.Co. be acquired by the State Government. 

The lower annual cost of capital is of special importance in an 
industry noted not only for its relatively high ratio of capital to re- 
venue but also for the continued substantial growth in the demand 
for its product necessitating the doubling of power station capacity on 
average every seven to eight years, a rate considerably above that at 
which the economy as a whole is expanding. 


4. Comparison with United States 


The above survey has shown that a distinctive feature of the 
development of integrated electricity supply systems in Australia has 
been its marriage to public ownership, as is also true of Great Britain. 
In the United States, on the other hand, integrated systems have 
evolved within a predominantly privately owned industry, a broad 
picture of which is provided in Tables III and IV. The former table 
reflects in several ways the results of the forces making for co-ordin- 
ated electricity supply systems based on large generating plants. Part 
C of the table reveals that, whilst the ownership of generating stations 
has moved relatively in favour of publicly owned, a more notable 
factor is the large fall in the total number of generating stations; 
yet during the 32 year period shown the annual output per station 
has risen from 8 million kilowatthours to 120 million. In parts A and 

16. “Report of the Royal Commission on the Adelaide Electric Supply Com- 


pany”, Proceedings of Parliament and Papers, South Australia, 1945, No. 55, p. 25. 
17. Amended from £1,914,524 to £1,370,712, vide “Royal Commission on the 


_ Adelaide Electric Supply Company Limited—Addendum to Report”, Proceedings 
| of Parliament and Papers, South Australia, 1945, No. 55A, p. 1. 


18. “Report of the Royal Commission on the Adelaide Electric Supply Com- 
pany”, loc. cit., p. 13. 
19, Ibid, p. 31. 
20. Ibid, p. 24. 
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B of the table two things stand out. First, the considerable absolute 
fall in the number of electric supply systems and systems with generat- 
ing plants, especially those privately owned, revealing that an in- 
creasing number of supply systems are being amalgamated or are 
shifting from own generation to purchased electricity. Whereas, in 
1922, 69 per cent of the supply systems contained generating plants, 
by 1953 the proportion had fallen to 35 per cent. Secondly, the trend 
towards co-ordination has been accompanied by a substantial relative 
growth in the number of publicly owned electric supply systems and 
systems with generating plants. The chief reasons for this are the 
decline since the mid-1930’s in the number of privately owned systems 
by about 50 per cent, as is reflected in parts A and B of Table III, 
and the establishment since the early 1930’s of a growing number of 
co-operative systems serving mainly rural areas. By 1952, co-operatives 


TABLE IV 
Electricity Generated for Public Use by Class of Ownership— 
United States (a) 























Publicly Owned Privately Owned 
Year Total 
December 31 Million 
— Million % of Million $ of kWh 
kWh Total kWh otal 
(5) (6) (b) 

1902 ws 196 8 2,311 92 2,507 
1922 é 1,973 5 41,660 95 43,633 
1937 - 8,449 7 110,464 93 118,913 
1945 ee 41,560 19 180,926 81 222,486 
1953 Se 88,393 20 354,271 80 442,664 








(a) Excludes electricity generated in industrial plants which in 1953 totalled 
71,505 million kilowatthours. 
U.S. Department of Commerce, Historical Statistics of the United 
a ® age ng Series G183-190, and Statistical Abstract of the United States 
, No. 634. 


totalled 970. Yet, as revealed in Table IV, privately owned utilities 
produce 80 per cent of the electricity generated for public use, and 
in turn serve the bulk of the consumers. The position during War II 
was summed up as follows and this is still typical: ‘‘The average 
private utility system serves fourteen times as many customers and 
sells almost twenty-three times as much energy as the average munici- 
pal system. . .. Private systems dominate in the more thickly populated 
industrial areas while municipal systems usually serve a single com- 
munity.’ 21 

21. E. E. Hunt (ed.), The Power Industry and the Public Interest, “A Sum- 
mary of the Results of a Survey of the Relations Between the [United States] 


Government and the Electric Power Industry”. (The Twentieth Century Fund, 
New York, 1944), pp. 99-100. 
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Thus, whilst there has been some growth in the publicly owned 
field in the United States, the industry is still predominantly privately 
owned and has within this framework achieved a high degree of ep. 
ordination which, in Australia, has been based upon public ownership, 
Wherein lies the explanation for this difference? No complete answer 
is attempted here. But it can be said that, in both countries as also in 
Great Britain and other highly developed economies, common economic 
and technical forces, more or less reinforced by local environmental 
factors, account for the continued secular trend towards an increasing 
degree of central planning to ensure the most economic co-ordination 
of electric power development. Furthermore, in view of the fact that 
‘‘in the electric light and power industry there is no conclusive 
evidence that private enterprise is more or less efficient than public 
enterprise’’,?2 it is important to realize that, contrary to views some- 
times expressed on political and social grounds, neither public owner- 
ship in itself nor private ownership in itself is an essential pre-requisite 
to successful central planning within economic regions for the pur. 
poses outlined in this article. ‘‘. . . The first essential for planning” 
here as elsewhere ‘‘is a clear recognition of the purpose of the 
plan.’’* About this there has been virtually no doubt or difference 
of opinion as there has about the nature of ownership within which 
the planning should be undertaken. 

The fundamental explanation of the different pattern of owner- 
ship in Australia from that in the United States is the initiative taken 
here by State Governments to ensure as far as possible the desired 
pace of development along the lines which they believed a virtual 
monopoly of such widespread and basic importance as electricity 
should progress. Statesmen, intent upon Australia—although a re- 
latively young economy—achieving a vigorous economic and social 
growth in keeping as far as possible with the standards set by the 
highly industrialized countries of the Western world, have from an 
early date urged and accepted as necessary State operation of public 
services, especially transport, water, and more recently electricity™ 
The relatively large capital expenditure required for the development 
of these services, particularly in Australia with its long distances be- 
tween centres of economic importance, has further encouraged and 
justified Government participation. This action has in general not 
been viewed with any alarm as a growth in the appetite for social- 


22. Ibid, p. 118. 

23. W. G. K. Duncan (ed.), National Economic Planning (Angus and Robert- 
son Limited in conjunction with The Australian Institute of Political Science, 
Sydney, 1934), paper by G. V. Portus, “The Idea of Planning”, p. 23. 


3 
24. See ibid, paper by Roland Wilson, “The Economic Implications of Plan- 
ning”, p. 78. 
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jsm.25 Rather it has been fairly widely accepted as the natural course 
of events. 

In the United States, on the other hand, private enterprise in the 
electric utilities has been permitted to continue within the framework 
of anti-trust laws which aim to suppress the evils of monopolistic prac- 
tices. The Government has paid special attention to rate regulation to 
ensure that prices cover only competitive costs and reasonable profits. 
“Regulation is generally held to act as a substitute for competition.’’26 

Nevertheless, during the 1930’s, ‘‘because of widespread doubt 
whether regulation alone could bring private systems into harmony 
with public interests, the movement for public operation of electric 
plants gained momentum. Franklin D. Roosevelt, when a candidate 
for the presidency in 1932, advocated some public operation as a ‘birch 
rod’ to control the private systems.’’2? However, as Table IV indicates, 
the movement to public operation has not proceeded far. In fact, in 
recent years it has been fairly stationary. 


5. Role of Commonwealth Government and Possible Future 
Developments 


A study of the ownership and control of the electricity supply 
industry in Australia would not be complete without some considera- 
tion of the role the Commonwealth Government could come to play in 
the future exploitation of Australia’s electric power resources. The 
advent, in July, 1949, of the Snowy Mountains Hydro-electric Author- 
ity has brought the Commonwealth directly into this field on a grow- 
ing scale. 

Commonwealth interest could also arise from interconnections, or 
the prospects of interconnections between the major transmission net- 
works of the States of New South Wales, Victoria, Queensland, and 
South Australia. This possibility appears particularly strong in the 
eastern States of the mainland, between which there are already 


25. For instance, in reference to the proposed establishment of the Electricity 

Commmission of New South Wales, it was remarked in a “leader” in The Sydney 
Morning Herald, 24th December, 1949: “There is little doubt of the need for a 
change from the present system, and there is a good case for the establishment 
of a single Commission. . . . Provided the political element is excluded there can 
be no ground for condemning rationalization of this kind as ‘socialization’.” See 
also leaders of 7th March, 1935, and 2nd November, 1945, ibid. 
_ When the Electricity Trust of South Australia was constituted, it was stated 
in a leader in The Advertiser, 2nd September, 1946: “It would be absurd to suggest 
that the State Government has become socialistic merely because, in the light of 
modern needs and future prospects, it has sponsored the conversion of our chief 
electricity undertaking into a public utility. . . . Public ownership of electricity 
services is now widely accepted.” 

26. E. E. Hunt (ed.), op. cit., p. 17. 

27. Ibid. 
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several crossings of State boundaries with electric power lines” 
A form of interconnection between New South Wales and Victoria 
will, in effect, take place when the Snowy Mountains Authority sup- 
plies electricity as planned to both States.2® A similar position, but on 
a much smaller scale, will arise from the joint project of New South 
Wales and Victoria to install hydro-electric generating equipment of 
50,000 kilowatt capacity at the Hume Weir, the output from which 
it is intended will be shared equally by both States. 

Politics will probably be a dominant and guiding influence in the 
seale of any inter-State interconnections since each State can be 
expected to guard zealously the entity of its electricity undertaking, 
which has generally been more successful than other of the publicly 
owned services. So far, the restricted crossings of State boundaries 
have been made primarily for local reasons, in particular the neigh- 
bour State’s greater availability of electricity supply in the vicinity 
at the time of connection. However, a major question is the extent to 
which the Commonwealth Government’s interest in the Snowy scheme, 
and the economic and/or strategic justification of inter-State inter- 
connections, may attract it to play an active part in the future de- 
velopment of the electric power resources in the eastern States of the 
mainland and in South Australia. There seems little doubt that the 
economic justification of inter-State interconnections will strengthen 
considerably in time for similar reasons which have brought integrated 
State systems. Such co-ordinated exploitation of power resources would 
assure a greater reliability of supply to areas of growing economic 
and social importance which are at present out on a limb as it were 
and many miles distant from their source of supply. 

Another important factor, the impact of which is yet largely 
unknown, arises with the future developments of atomic energy, which 

28. For instance the Southern Electricity Authority of Queensland supplies 
electricity in part of the Tweed Shire in the north-east corner of N.S.W. Its dis- 

tribution system approaches within several miles of the interconnected N.S.W. 
system, which extends a few miles to the north of Lismore. The main transmission 
systems of Victoria and N.S.W. also approach very close to one another. The State 
Electricity Commission (S.E.C.) of Victoria does in fact supply several border 
towns in N.S.W., notably the Municipality of Albury, a town with a population 
of nearly 20,000. Moving the scene to South Australia and Victoria, it is possible 
that interconnection could take place in two areas; firstly, in the Upper Murray 
area with a line from Mildura to Renmark, thereby extending the 220 kilovolt 
(kV) transmission line which S.E.C. plan to construct from Kiewa to Mildura; 
secondly, the construction of a regional power station and transmission network 
in the south-east of South Australia, now in its early stages of development, could 

also be the centre for generation of electricity for transmission into the south- 


western districts of Victoria. This could later provide a further link with S.E.C’s 
general transmission system. 

Heavy 330 kV transmission lines will be constructed from the Snowy 
Mountains area to Sydney and other points in N.S.W. and to Melbourne and 
other points in Victoria. It is possible that the existence of this 330 kV transmis- 
sion system may lead to integrated operation of the N.S.W. and Victorian systems. 
However, there has as yet been no official consideration of an inter-State inter- 
connection between N.S.W. and Victoria or between N.S.W. and Queensland. 
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could well justify, on economic grounds as well as strategic, close co- 
operation between two or more States, particularly if the location and 
size of the nuclear power station, as of the Snowy scheme, should 
warrant the electricity being supplied to more than one State. Further- 
more, in view of the Commonwealth’s control of public finance, the 
large sum of capital®® which reports indicate may be required to build 
the most economic size nuclear power station, could further induce the 
Commonwealth to take an active part in this development, as in the 
ease of the Snowy project. It is noteworthy that the Commonwealth 
Government is already actively engaged in the search for and the 
exploration of Australia’s deposits of uranium, the basic raw material 
chiefly used so far in the production of atomic energy.*! It is also tak- 
ing steps to conduct fundamental research into the industrial use of 
atomic power. The Commonwealth’s interest in these matters dates 
back to the closing stages of War II and has been finally expressed 
in the Atomic Energy Act 1953, which constituted the Australian 
Atomic Energy Commission to control the Commonwealth’s develop- 
ment of Australia’s uranium resources and atomic energy research. 
This activity testifies to the Commonwealth’s growing interests in 
the most satisfactory exploitation of Australia’s power resources and 
suggests that its role in this sphere, especially in the eastern States 
of the mainland and in South Australia, could increase substantially 
in future.*2 
On the other hand, it appears that the Commonwealth has no 
constitutional authority to participate directly in the development of 
any State’s power resources, apart of course from the Commonwealth’s 
unquestioned authority for defence purposes. It is understandable that 
in its Constitution no specific reference is made to the development of 
Australia’s electric power resources, although one could infer that, 
had this matter been considered at the time of Federation, no general 
authority to undertake electric power development except for defence 
purposes, would have been granted the Commonwealth. Nevertheless, 
it is possible that, should events occur as envisaged above, a central 
authority could be constituted, of representatives of the Commonwealth 
30. In Australia, a nuclear station “. . . if copied from a design from overseas, 
would probably cost, as far as the boiler end of the station is concerned, three or 
four times more than for a normal thermal unit... .” (N. R. Wills, ed.), Aus- 
tralia’s Power Resources (F. W. Cheshire, Melbourne, 1955; Comment by T. 
Playford, on “The Place of Nuclear Power in Australia’s Future” at the 1954 
Winter Forum of the Victorian Group of the Australian Institute of Political 
Science), p. 19. Cf. 4 Progtamme of Nuclear Power (H.M.S.O., London, 1955) 
cmd. 9389; and W. R. Hawthorne, “Can the Atom Solve our Fuel Problems”, 
Westminster Bank Review, May, 1955. 
_ 31. The South Australian Government has also played a pioneering role in 
this field. It has conducted an intensive investigation of the known uranium deposits 


in its State, and is now developing the field at Radium Hill. 
32. See N. R. Wills (ed.), loc. cit., comment by T. Playford, p. 18. 
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and the participant States, to co-ordinate and to control their develop- 
ment of electric and nuclear power generation and transmission to 
individual State distribution authorities, in order to satisfy adequately 
and on the soundest economic basis their various electricity require. 
ments. 


University of New England E. A. Borum 
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INTERSTATE ROAD TRANSPORT 


The Economic Consequences of the Hughes and Vale Decision 


Interstate road freight transport, virtually unknown before the 
war, has grown at a spectacular rate in the post-war years, although 
it still comprises a relatively insignificant sector of the total road 
transport industry.’ Its rapid development has been aided by a com- 
bination of favourable circumstances. Road haulage costs have been 
reduced with the development of diesel traction, larger payloads, and 
the wartime experience in efficient methods of freight handling. In the 
post-war years, as shipping charges have risen relatively to those of 
inland transport, interstate road and rail services have gained much 
light density traffic from the shipping industry whose cargoes have 
become increasingly concentrated on high density goods such as ores, 
sugar, coal and steel.? In 1946 the charge for the highest class of rail 
traffic between Adelaide and Melbourne was cheaper than the shipping 
rate only if the consignment measured more than 232 ec. ft. to the 
ton; by 1955 the rail charge was cheaper for consignments measuring 
more than 86 ec. ft. to the ton.’ Thus the light density cargoes charged 


1. South Australia. Short period permits issued in Adelaide. 
1947 1949 1951 1952 1953 1954 


3044 ©«4987'««13515=«s«15661.«Ssi«i3888s—t=<i«é«éC«B 


While these permits are issued for purposes other than interstate traffic “the 
increased issue of permits in this class . . . is due to interstate trans- 
port”. Transport Control Board, Adelaide, Annual Report, 1953. 

Victoria. Average weekly permits issued for interstate traffic from 

Melbourne. 
1949/50: 156 (estimated 4,000/5,000 tons weekly). 
1950/51: po (excluding the rail strike period). 


1951/52: 
1983/84: 138 (restriction of road traffic as rail service improves). 
4: 
(Transport Regulation Board, Victoria, Annual Reports.) 
2 Interstate Shipping 
Average annual tonnage shipped (millions) 
Weight Measurement* Total 
MEP hc ala een ecr ites eeu ae 1-7 8:7 
i), <0 se se Orn 1-4 9-8 


*The weight of consignments measuring more than 40 c. ft. to the ton. 
3. Comparison of Shipping and Rail Freight Rates 





























Shipping Rail No. of cu. ft. per ton for 
which rail and ship rates 
Ton or Class 1 Class 2 are equal. 
40 cu. ft. ton ton 
s. d. s. d s. d Class 1 Class 2 
Adelaide-Melbourne— 
21-12-1946 ee 29 8 134 9 172 3 182 232 
30- 6-1955 ei 116 0 196 9 250 6 68 86 
Adelaide-~Sydney— 
31-12-1946 os 40 6 270 6 316 9 272 318 
30- 6-1955 6 0 6 123 
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on the basis of their capacity rather than weight have tended to be 
diverted to road and rail. In addition rail services have been disrupted 
by manpower and fuel shortages, industrial strife and wartime dis. 
investment in track, rolling stock, and terminal facilities. The road 
haulage industry has revealed great resilience and flexibility in meet. 
ing the numerous emergencies in interstate traffic which have, on 
occasions, threatened to dislocate the Australian economy. Interstate 
freight services linking the greater concentrations of population in 
Australia have acquired increasing significance for expanding manu- 
facturing firms seeking larger markets to achieve large scale economies, 
The small scale operator predominates in the industry. He is 
commonly an owner-operator working on contract for consignors and 
forwarding agents, who often operate their own vehicles and hire 
sub-contractors as well. The atomistic structure of the industry has 
resulted in keenly competitive freight rates and service qualities, 
especially in centres where freight movements are unbalanced and 
backloading is difficult to obtain.‘ Before the Privy Council judg- 
ment,® the industry was subject to much uncertainty, a condition 
inimical to its long-run stability. The state authorities vested with 
the power to regulate road transport treated the interstate road 
haulage industry as supplementary to the railway system, reducing 
permits or increasing ton-mile taxes as available rail capacity im- 
proved, and they even had the power to deny hauliers the use of the 
roads. Constitutional limitation on the powers of the States to con- 
trol interstate traffic offered the industry its only chance of stability. 
Following the Bank Nationalization and Airlines cases there were 
substantial grounds for questioning the States’ authority to control 
this traffic. 
4. There is a shortage of backloading out of Adelaide which on occasions 
has reduced the road freight rate to the level of the shipping rate. See also 


Transport Regulation Board (Vic.) Annual Report, 1952, p. 10. 


The pattern of 1953-5 inter-city traffic suggests a shortage of backloading 
out of Sydney. 


Transport Regulation Board—Victoria 
Permits issued for inter-city traffic 1953-4 











eee Sydney Melbourne Adelaide Total 
From— 

Sydney .. -_ 7225 1964 9189 

Melbourne 8500 —_— 3086 11586 

Adelaide .. 1831 986 — 2817 
Total ae 10331 8211 5050 23592 

















5. Hughes and Vale Pty. Ltd. v. State of N.S.W. (1953), 87 C.L.R. 49. This 
Privy Council judgment, given in November, 1954, limited the States’ authority 
to regulate interstate road traffic. 
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Interstate traffic involves difficult problems of authority in a 
federal system and the Australian Federation has been no exception, 
handicapped as it is by the obscurity of section 92 of the Common- 
wealth Constitution. For more than 20 years the legality of State 
control of interstate transport has been challenged. The problem at 
issue has been to interpret the phrase from Section 92 that ‘‘trade, 
commerce and intercourse among the States . . . shall be absolutely 
free’. In all transport cases heard over this period the High Court 
upheld the authority of the States, the majority opinion arguing that 
State licensing of interstate trade was regulatory rather than pro- 
hibitive and earlier judgments of the Privy Council in the James 
Cases had established that regulatory action was consistent with free- 
dom of trade. Justice (later Chief Justice) Dixon, who participated 
in all these cases, persistently dissented from the majority judgments 
arguing that the State legislation placed a direct burden on interstate 
trade rather than affecting it indirectly or consequentially. In his 
opinion the legislation was unconstitutional as it was prohibitive 
rather than regulatory. This view was accepted by the Privy Council 
in 1954 when it gave its judgment on the appeal of Hughes and Vale 
Pty. Ltd. against the High Court ruling. By this judgment the Privy 
Council reversed a long line of High Court decisions which had 
depended on a modified interpretation of the freedom of interstate 
trade. This interpretation was consistent with Australian social, 
political and economic development which tended over the last 20 
years towards national planning, centralization of power, and co- 
ordination of economic affairs. The change in the judicial interpreta- 
tion of Section 92 by the High Court in the period between the James 
cases and 1954 was based on two points. Firstly, it had been held that 
Section 92 did not guarantee the freedom of individuals, and secondly 
that freedom of trade existed if the same volume of trade flowed inter- 
state after the interference with the individual as before, because 
in this case the volume of trade was not affected; it was merely chan- 
nelled between various services. Both of these views implied some 
restriction on individual freedom for the common good, as expressed 
by legislative action. This interpretation of section 92 was described 
by the Privy Council in the Bank Nationalization case appeal as a 
misconception of the decisions of the Privy Council in the earlier 
James cases. ‘‘James was an individual and James vindicated his 

6. Willard v. Rawson, 1933, 48 C. - R. 316 

R. v. Vizzard, 1933, 50 C. L.R. 30. 

Gilpin Ltd. v. Commissioner of Road aaa 1934, 52 C.L.R. 189. 
Bessel v. Dayman, 1935, 52 C.L.R. 215. 

Duncan v. Vizzard, 1935, 52 C.L.R. 493. 

Riverina Transport Pty. Ltd. v. Pi se 1937, 66 C.L.R. 327. 


McCarter v. Brodie, 1950, 80 C.L 
Hughes and Vale Pty. Ltd. v. State of N. S.W., 1953, 87 C.L.R. 49. 
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freedom in hard-won fights’’.? These misconceptions had been influen. 
tial in the majority decisions of the transport cases and with their 
denial by the Privy Council in the Bank Nationalization appeal, the 
case for interstate transport regulation collapsed. It only required a 
transport case to be taken on appeal to the Privy Council for the 


regulation of interstate transport by State authorities to be limited 
drastically. 


2. Economic Principles of Transport Regulation 


Economic efficiency is one of many criteria which may be adopted 
by a regulatory authority dividing traffic between existing agencies, 
When railway systems are State-owned there is often suspicion that 
objectives such as budgetary relief from railway losses or the modifica. 
tion of the distribution of real income between town and country 
dominate the economic criterion. Efficiency will be achieved when the 
traffic arising from the existing locational pattern of industry is 
divided between the sectors of the transport industry so that aggregate 
costs to society, measured in terms of resources consumed, are lower 
than for any other distribution. Assuming that the transport unit, 
the ton-mile, is a homogeneous one (i.e., there are no differences in 
speed and other qualities of the transport service) this criterion will 
be satisfied if every shipment is transported by the agency whose 
activity absorbs the least resources measured in factor prices.’ The 
amount of resources consumed in the transport function will depend 
on the time horizon that is considered. As any policy of rationalization 
in the industry must, for practical reasons, be a long-term one, the 
consumption of resources will include the cost of maintaining intact 
the capital resources of the community and the opportunity cost of 
using capital. Optimum resource allocation in the transport indastry 
will be attained for a particular operation when freight is moved by 
that agency which has the lowest long-term marginal social costs of 
operation. These are the costs which would be avoided by society in 
the long run if the traffic did not develop. Consignors choosing a means 
of transport tend to select the agency, given equality of service, whose 
tariff when added to their own fowarding costs (e.g., packing, damage, 
time consumed) provide the service at the cheapest rate. Where the 
quality of service differs between sectors of the transport industry, 
the consignor chooses by comparing costs which include an imputed 
charge for the different qualities of service. The choice of the con- 
signor depends basically on freight rates and service. 


7. Hughes and Vale Pty. Ltd. v. The State of N.S.W., Privy Council Judgment. 

8. Further assumptions in this analysis: (a) units of a productive factor are 
homogeneous; (b) mobility of factors between industries; (c) the same rate of 
divergence between the marginal cost and the price of all factors and services. 
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An economic division of traffic may be expected from the con- 
signor’s choice based on freight charges if freight rates are equal to 
jong-run marginal social costs. If the competing transport agencies 
calculate their charges by applying different percentage markups on 
prime costs an economic division of traffic should develop between 
the competing sectors of the transport industry providing the charges 
have the same ordering as the long run marginal social costs on which 
they are based. Thus the practice of differential freight rates is com- 
patible with an economic division of traffic, providing the charge of 
a low cost producer for a particular unit of traffic does not exceed a 
less efficient competitor’s charge for that traffic. If cross elasticities 
of demand for the services of competing agencies are high, such a 
pricing policy by low cost producers of shading competitive freight 
rates will achieve an economic division of traffic. This analysis implies 
that particular flows of traffic which can be distinguished by com- 
modity, size of consignment, direction of traffic and even movement 
from place to place should be costed separately and a charge set for 
each, within the range of marginal social costs as a minimum and the 
closest competitor’s charge as a maximum so that charges reflect the 
relative costs of competing services. The best means of achieving an 
economic division of traffic has been the subject of much debate and 
sharply changing policy, ranging from regulatory measures involving 
the abandonment of the resource allocation functions of the price 
mechanism to the competitive solution towards which current policy 
in U.K. and U.S.A. is developing.® 

Economists in the late 1920’s provided the logical basis for the 
introduction in Australia of regulatory measures to control inland 
transport. They analysed the problem in terms of community advan- 
tage, arguing that unrestricted competition need not result in net 
economic gain to the community. It was possible for the profits made 
by the road operators to be ‘‘less than the net loss to the community 
through the reduction of railway revenue on routes where railways 
were forced to carry the less profitable freight’’.1° In other words, 
inefficiency in resource allocation in the transport industry would 
occur in the performance of a particular task by road if the social 
marginal cost of road haulage exceeded the social marginal cost of 

9. G. Walker: “Transport Policy before and after 1953”, Oxford Economic 
Papers, March, 1953; The Economist, March 26th, 1955, p. 1105; The Times 
Review of Industry, March, 1955, p. 51. J. C. Nelson: “Revision of National Trans- 
port Regulation Policy”, American Economic Review, Dec., 1955, p. 910. Revision 
of Federal Transportation Policy, a Report to the President prepared by the 
Presidential Advisory Committee on Transport Policy and Organization (Washing- 
ton D.C., April, 1955). 


10. D. B. Copland: “Leading Problems of Australian Transport”, Economic 
Record Supplement, 1930, p. 5. 
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rail operation." Furthermore, economic inefficiency could be wide. 
spread because of the prevalence of large discrepancies between charges 
and marginal costs within the railways’ system of discriminatory 
freight rates as well as between the rates of the railways and road 
earriers. The charges of the latter, operating in highly competitive 
conditions tend to equal full average costs whereas the railways are 
influenced in rate-making by marginal costs of operation and the elas. 
ticity of demand for the traffic. Encouraged by the results of economic 
analysis and impelled by budgetary difficulties, governments legis. 
lated to control the industry, hoping thereby to avert the threat to 
the value of railway assets and the dislocation of the railway rate 
structure, as well as protecting unprofitable routes which would be 
neglected in a competitive system, but action inspired by these motives 
alone could be most irrational from the point of view of efficiency for, 
although such legislation could relieve the community as taxpayers, 
the people would pay more dearly either directly or indirectly as con- 
sumers of transport services. While legislators found sanction for 
their plans to control transport in the argument that unrestricted com- 
petition could result in an uneconomic division of traffic, they also 
had the responsibility to initiate cost studies which would guide regu- 
latory policy away from prejudice and political expediency towards 
efficiency. During the last 25 years the publication of cost data has 
been surprisingly sparse. The Victorian Transport Regulation Board 
wrote recently when discussing the evidence presented in the Geelong- 
Melbourne Goods Application that ‘‘from the Board’s point of view 
it was also important to see for the first time an attempt made to caleu- 
late cost of line-haul rail operation’’.!2 
It is relatively simple to establish the principles that should be 
observed in any rational economic division of traffic between sectors 
of the transport industry, but it is wellnigh impossible to determine 
satisfactory values for the concepts by which the principles are 
expressed. The hard core of the economic problem when observing 
these principles is the ambiguity of cost in much of the transport 
industry. The long-run marginal social costs of a particular service 
comprise all those expenses which are incurred to maintain and 
operate that service in the long run without deterioration of the capital 
resources of the industry and after adjustment for the costs and 
benefits to society external to the firm. It will consist of all additional 
costs incurred in any way when the service is undertaken, including 
costs direct and indirect, specific and joint, user cost, interest on 
capital and adjustments for external economies and diseconomies. 


11. The situation described in (10) above is not necessarily an efficient one, 
e.g., if the social costs of road operation are less than the rail social costs by an 
amount less than the excess of the rail over road charges. 

12. Transport Regulation Board, Victoria, Annual Report, 1954, p. 33. 
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The problem of cost estimation is particularly intractable in this indus- 
try however because of the high ratio of fixed to total costs and the 
wide occurrence of common and joint costs. These costs can only be 
allocated to the services they provide on some arbitrary basis which 
without employing great ingenuity in deciding the basis of allocation, 
ean result in estimates ranging from direct costs to average full 
costs. The unit of output which is used in the calculation—the ton- 
mile, wagon-mile, ete—will introduce fresh difficulties. Firstly, it is 
not a homogeneous unit; calculations based on its homogeneity will 
neglect important factors determining the cost of traffic such as speed, 
density and size of the consignment. Secondly, the smaller the traffic 
unit that is considered as a unit of output the greater will be the 
number of common costs which will need to be arbitrarily divided 
and the more frequent the discontinuities in the cost function at which 
marginal costs become indeterminate because of the perfectly inelastic 
supply of productive factors. For this reason it is expedient, when 
costing, to consider flows of traffic rather than smaller units such as 
the wagon or the ton, but here a serious dilemma arises since the 
methods which simplify the costing procedure make use of a unit of 
output (e.g., train mile) divorced from the unit which is commonly 
bought by the consumer (e.g., ton mile). Often the only cost figures 
available are the total costs of a railway system published in annual 
reports. To reduce these figures to unit costs of freight operation it is 
necessary to divide total costs arbitrarily between passenger and 
freight traffic and then to reduce the freight costs further by arbitary 
allocations to the various freight services performed in order to arrive 
at an estimate of the rail costs of providing a particular service. How- 
ever, operating conditions are the most important determinants of 
the direct costs of particular traffic and wide variation in these occur 
with changes in the length of haul, speed, balance of traffic, size of 
consignment and its loadability.1* The difference between unit values 
calculated from total costs and those obtained from dissected material 
is well illustrated in the evidence presented to the Transport Control 
Board in the Geelong-Melbourne Goods Application in 1953/54.!4 The 
variability of costs arising from different operating conditions is 
evident from the following South Australian material in which the 


_13. Loadability is the ratio of the weight of the contents of a fully laden truck 
to its weight capacity. 

14. Estimates of costs of the Geelong-Melbourne rail traffic submitted by road 
hauliers were calculated from figures published in the Annual Report of the Vic- 
torian Railways. The Railways’ estimate of costs were prepared from traffic returns 
relating to the route for the week ending 18/4/53. 

Estimated average total cost per net ton 
seme is ect! are — 
s s 


cE & b & s. d. 
Victorian Ratiwase ...... << 2... +. FE F9 8 7:2 9 38 
Road Federation .. .. .. .. .. 16 0 
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operating and terminal costs per net ton-mile of a fast, long-distance 
freight train, a long-distance coal train, and a wayside freight train 
are compared with the average costs derived from aggregate figures: 














South Australian Railways, 1953/4 
~ haul costs Terminal costs 
. per net d t 
ton-mile » ber ton 
Average total costs for the whole system .. 2-66 169 
Out of pocket costs— 
Average for the whole system .. .. .. 1-52 
Fast freight train . eek gee eer +59 133 
ROI APR SERIE oo as faye sre sai eg Ra a °55 27 
Wayside freight train .. .. .. .. .. .. 3-72 








Out of pocket line haul costs = cost of train crew, fuel, maintenance of 
trucks and locomotives. 


The low operating costs of long-distance through trains laden 
with bulk cargo such as coal or wheat suggest that the low freight 
rates charged for traffic of this type can be profitable. 

The division of traffic resulting from inter-agency competition is 
unlikely to be an economic one. The ability of the railways to compete 
is handicapped by its common carrier obligations and its responsibility 
to maintain excess capacity adequate for development and war. 
Furthermore large public expenditures provide significant subsidies 
of varying importance to the different agencies. Thus resource alloca- 
tion based on private costs and benefits neglects the wider effects of 
the individual’s decision, and these can be large enough to bring 
private and social choice into conflict. The competitive solution to the 
division of traffic leaves the choice of the transport agency to the 
consumer, who decides after comparing the total costs and the quality 
of each service. If the consignor’s choice of agency is to be compatible 
with an economic division of traffic, the agency which is presumably 
the cheapest available to him must also be the cheapest to society. 
There is no automatic mechanism in a competitive system which pro- 
duces harmony between optimum social and private decisions; 
optimum private decisions will only be compatible with optimum social 
decisions if the state modifies private costs to reflect external economies 
and diseconomies. The obvious divergence between private and social 
costs arises from the provision of tracks which the railways maintain 
for themselves while the road hauliers share with private motorists 
state-owned highways. An attempt is made in the remaining pages 
to estimate the private and social costs of freight haulage by road 
and rail agencies over the Adelaide-Melbourne route. From these 
estimates it should be possible to reach a conclusion as to whether the 
competitive solution of inter-agency competition is an economic one. 
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3. Comparison of Private Road and Rail Costs 


Estimates of road and rail costs of long-distance haulage have 
been prepared from information supplied by the motor trade and the 
South Australian Railways. These results appear in appendices C 
and D. The costs of road haulage were computed for an owner-operator 
working on contract. As there is little evidence of increasing returns 
to seale among firms in the industry, the owner-operator’s costs of 
production should be among the lowest in the long-distance road 
haulage industry. Easy entry and a large number of small-scale 
operators will create highly competitive conditions with freight rates 
in the long run close to average full costs. The costing of the entre- 
preneurial factor presents problems. As the objective of the calcula- 
tion was to secure the lowest costs at which road haulage could operate 
in the long run the entrepreneur was imputed award wages, a rate 
of remuneration which should approximate to his transfer price. 
Optimum conditions of operation were assumed, with full loadings on 
all trips, and the employment of the truck with lowest costs per ton 
of freight, for a mileage of 36,000 per annum. In these favourable 
circumstances long distance haulage costs were estimated at 2d. per 
net ton-mile. This estimate is not inconsistent with the costs of road 
operators. Several South Australian manufacturing firms operate 
their own semi-trailers at roughly 2d. a net ton-mile.1® The road 
interests in the Melbourne-Geelong Goods Application calculated that 
the cost of operation of a semi-trailer with a 5-ton prime mover and 
a 9-ton payload, was 2-5d. per net ton-mile. The estimated cost of 
operation for a vehicle of this size working under optimum conditions 
is 2:57d. (see appendix D) but lower costs could be achieved with 
larger vehicles if the traffic was available to operate them at capacity. 
The common charge by road hauliers of 44d. a ton-mile is not incom- 
patible with the cost calculation of 2d. considering that this estimate 
is a minimum obtained under optimum conditions, and the former is 
quoted with no assurance of backloading. 

Appendix C contains an estimate of the rail costs of freight traffic 
between Adelaide and Melbourne. Reasonably accurate estimates of 
line-haul costs are available for incremental changes in traffic measured 
in train-loads. Two problems arise in the estimation of the marginal 
costs of total rail operation. Firstly, there is the difficulty of allocating 
common costs between classes of traffic and sectors of the railway 
system, in order to estimate the full costs of freight traffic operation 
on a particular route. Secondly, it is necessary to obtain from these 
full costs the marginal costs of operation for reasonably large changes 


_15. Paine Royal Commission, Minutes of Evidence, South Australia, p. 1525. 
Evidence of S. B. Pope. 





282 THE ECONOMIC RECORD 


Nov, 
in the volume of traffic. Based on 1953/54 statistics, the full costs of 
rail operation for Adelaide-Melbourne traffic is estimated at 2-554, 
per net ton-mile with marginal costs of 1:75d. (see appendix B, C), 
These figures are mainly derived from average conditions; some costs 
used in the calculation are averages for the whole system, while the 
ratio of payload (net tons) to gross tons (trailing load) is assumed 
to be the state average, although the figures in appendix A suggest 
a somewhat higher figure for interstate traffic. It is reasonable to 
expect that the more favourable conditions of loadability and handling 
of interstate traffic will give costs below the average but no allowance 
has been made for these factors in the calculations. Rail costs are 
increased about 1d. a net ton-mile (£1 each terminal) for the con. 
plementary road services which distribute freight to and from rail 
terminals. With marginal road-rail costs and full road costs estimated 
at 23d. and a minimum of 2d. respectively per net ton-mile there seems 
to be little difference between the private costs of haulage from 
Adelaide to Melbourne.!* When consignors’ own costs are added, road 
costs may appear more favourable because of advantages often associ- 
ated with road service such as cheaper packing,!” faster service, and 
the convenience of door-to-door delivery. 

However, the private costs of hauliers and consignors will not 
determine an economic division of traffic. Sectors of the transport 
industry receive subsidies from the state to a varying degree and 
some consideration should be given to the more obvious of these. In 
recent years Victorian and South Australian railways have suffered 
net operating losses which have been met out of government revenue. 
An analysis of Victorian and South Australian accounts for 1951/52 
and 1953/54 respectively suggest that the subsidies have been paid 
to meet deficiencies in passenger rather than freight operations." 
Railways build and maintain their own track. Road hauliers share 
the use of public roads with the private motorist contributing towards 
road costs by paying fuel taxes and registration fees.!® South Aus- 

16. Given that excess capacity exists in the railway system adequate to accom- 


modate the total volume of inland transport between Adelaide and Melbourne, the 
marginal costs of carrying additional traffic will be less than the average total costs 
of the current traffic. 
17. Transport Regulation Board, Victoria, 1950, p. 8. 
18. The Victorian material was analysed by Ibcon Ltd. in the evidence presented 
to the Transport Regulation Board in the Melbourne-Geelong Goods hearing. 
19. Road taxes for a semi-trailer with 7 ton prime mover and 12 ton payload 
registered in South Australia; 36,000 miles annually. 
Tax per net ton-mile 
Petrol fuel Oil fuel 
Petrol tax (114d. gallon, 5 miles per gallon) .. 338 _ 
a ee ar eee... 142 


£409 £142 


Tax per net ton-mile .. .. .. .. 1... 2. oe oe 280, - 08d. 
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tralian operators using diesel prime movers pay £120 and £190 to 
register semi-trailers with payloads of 9 and 16 tons respectively. As 
no tax is levied on diesel fuel these registration fees amount to a 
charge of 3d.-1}d. per running mile with an operation of 36,000 miles 
per annum, or approximately -08—-09d. per net ton-mile with maxi- 
mum load factors. As a road is a more elaborate structure than a rail 
track it would be reasonable, a priori, to expect the track costs of road 
vehicles to exceed that of rail. But rail track costs are estimated at 
-64d. full costs and -36d. marginal costs per net ton-mile, so the con- 
tribution by road operators towards track costs is significantly less 
than the unit costs of maintaining rail tracks. 


4. Track Costs 


This comparison of the private costs of road and rail freight 
haulage leaves largely indeterminate the relative efficiency of the two 
agencies, but a consideration of track costs attributable to road haulage 
determines the issue. Track costs must be discussed in terms of the 
facilities that are available and the nature of the demand for the use 
of the track. In the past the interstate highways have been mostly of 
a light structure, adequate for private use but unsuited for the 
frequent passage of heavy wheel-loads. Every passage of a heavy 
wheel-load over a lightly constructed pavement causes some plastic 
deformation of the road bed which will disintegrate with a large 
volume of traffic of this kind and will necessitate a thickening and 
reconstruction of the road.2° The existing costs and charges for road 
use are largely irrelevant to the problem of the cost imposed on society 
by the development of extra traffic; the incremental costs incurred 
with the expansion of traffic should be the basis of any calculations of 
the cost of road use. 

These costs will consist essentially of two components. Firstly, 
maintenance expenditure will rise following the growth of heavy 
traffic and, secondly, the higher maintenance costs will ultimately 
reach a level at which it will be cheaper to reconstruct the highway 
with a thicker road bed, adequate for a large volume of heavy traffic. 
Both these costs are attributable to the passage of heavy vehicles ; they 
would be avoided if the heavy traffic did not develop. It may be argued 
that the reconstruction of the old highway is providing heavy traffic 
with resources accumulated in the past (e.g., site and grading of the 
road), and that the heavy traffic is reaping economies by using 
resources jointly with lighter traffic. 


20. Country Roads Board of Victoria, Road Construction and Maintenance, 
. > et seq., H. P. George; Journal of the Institution of Engineers, Aust., 1946, 
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An alternative measure of the cost of track, arising from the 
development of heavy traffic, is the cost of establishing a new highway 
for this purpose, leaving the existing highway for the use of the light 
traffic for which it was designed. Clearly, there are economies from 
the common use of a highway by heavy and light traffic and the least 
which the heavy traffic should contribute towards road costs is the 
incremental costs of reconstructing the existing highway. Estimates 
have been prepared in South Australia and Victoria of the cost of 
reconstructing the main Adelaide-Melbourne highway with a pave. 
ment suitable for heavy traffic. This amounts to an outlay of £6 m, 
which presumably could be avoided by restricting the traffic to light 
vehicles with the occasional passage of a heavy vehicle, the pattern of 
interstate traffic when the roads were built. Assuming that the recon. 
structed highway is a permanent one and the rate of interest is 5 per 
cent per annum, the annual charge would be £300,000. Since the asset 
is not permanent the annual charge will be higher than the interest 
charge as calculated above but on the other hand the reconstruction 
of the existing road will not be immediate and in the’ intervening 
period the increment of maintenance expenditure chargeable to heavy 
traffic will be less than £300,000. While these two factors are off- 
setting, prima facie their net effect is more likely to increase than 
decrease the basic charge. 

Road hauliers’ social costs should include an annual charge for 
track expenditure estimated, on this basis, roughly at £300,000. In 
the long run, road freight traffic can only be justified if the freight 
rates charged are high enough to cover these costs for which it is 
responsible, costs which would be avoided if this traffic did not exist. 
Only when the receipts of truck operators exceed truck costs, including 
track costs, will the investment in this industry be economically desir- 
able. If road hauliers are unable to recover the track costs in their 
charges this deficiency will indicate that the resources can be used 
to better advantage elsewhere in the economy. A charge of this magni- 
tude would add 3d. a net ton-mile to the estimated volume of road 
freight in 1953/54.21 The long run social costs of road operation, on 
this caluculation, is at least 5d. a net ton-mile, compared with 23d. 
for rail. In this discussion of track costs it has been assumed that 
there is no difference in quality between the services of the two 


21. Permits 1953/4 :— 


Adelaide-Melbourne .. .. .. .. .. .. 986 

Melbourne-Adelaide .. se 06 we, 

Short of capital cities .. .. .. .. .. .. 928 (estimate) 
5000 


Estimated tonnage, 50,000 tons. 
Interstate road freight is much in excess of this figure in 1956. 
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agencies and the consignor’s own costs have been ignored. Today much 
traffic moves by road even though it costs the consignor more, because 
he considers the service by road is superior and the extra cost is 
worth while. At present the consignor is not paying the full cost of 
these superior services; if road freight rates were based on social 
costs and the consignor paid the community costs of transporting his 
goods, relatively little freight would possess qualities justifying this 
margin over rail charges. The issue in this problem is whether the 
demand for road transport between Adelaide and Melbourne, in the 
foreseeable future, will be at least 50,000 tons per annum after road 
charges are raised 3d. a net ton-mile, ie., an increase of 2/3 on the 
present charge of approximately 44d. a ton-mile. If this volume of 
traffic can be maintained or exceeded at the higher charges the develop- 
ment of long distance road transport will not only meet its social 
costs of operation, it will be of benefit to the community. The simplest 
way of discovering whether the benefits accruing from road operation 
exceed the full costs of providing the service would be to require the 
two agencies to compete on the basis of full social costs. Competition 
based on private costs will not give a socially desirable allocation of 
traffic. 


5. The Constitutional Problem 


The practicability of levying a road charge to secure a more 
economic division of traffic depends on the view of the High Court. 
In a recent ruling, three judges” stated that ‘‘for the purpose of that 
provision (section 92) it may perhaps be said with some confidence 
that if a charge is imposed as a real attempt to fix a reasonable recom- 
pense or compensation for the use of the highway and for a contribu- 
tion to the wear and tear which the vehicle may be expected to make 
it will be sustained as consistent with the freedom Section 92 confers 
upon transportation as a form of interstate commerce. But if the 
charge is imposed on interstate operation itself then it must be made 
to appear that it is such an attempt. That it is so must be evident from 
its nature and character. Prima facie it will present that appearance 
if it is based on the nature and extent of the use made of the roads 
(as for example if it is a mileage or ton mileage charge or the like) ; 
if the proceeds are devoted to the repair, upkeep, maintenance and 
depreciation of relevant highways, if interstate transportation bears 
no greater burden than the internal transport of the state and if 
the collection of the exaction involves no substantial interference 
with the journey. The absence of one or all of these indicia need not 

22. Dixon, C. J., McTiernan and Webb, J. J., in Hughes and Vale Pty. Ltd. 
v. State of N.S.W. Reported in Australian Law Journal, July 21, 1955, vol. 29, 


No. 3, p. 135. 
D 
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necessarily prove fatal but in the presence of them the conclusion 
would naturally be reached that the charge was truly compensatory”, 

Already South Australian legislation imposing a fee on all vehicles 
whose unladen weight exceeded 24 tons has been declared invalid 
because ‘‘there is no attempt here to impose a charge for the roads 
measured according to mileage or ton mileage or in any other way 
reflecting the service or advantage which the owner of a motor vehicle 
actually obtained from S.A. roads or the burden he placed on them 
or his contribution to their deterioration’’.2* A similar judgment was 
delivered in Pioneer Tourist Coaches Ltd. v. The State of South Aus. 
tralia when the tourist company challenged the validity of the charge 
amounting in their case to £129 p.a. or £68 a half-year for each vehicle 
they operated on South Australian roads. It would appear that the 
charge must be related to the length of haul and possibly the weight 
of the vehicle. If the charges of various road services are to reflect 
the social costs involved there seems no alternative to a charge based 
on length of haul and weight of the vehicle, although such taxes have 
proved elsewhere to be expensive as a means of securing efficient 
resource allocation.24 The implication that similar taxes should be 
levied on intrastate traffic would tend to correct the uneconomic 
division of traffic resulting from the operations of ancillary and farm 
vehicles in intrastate trade. 

The most disturbing feature of recent judgments is the accept- 
ance of currently incurred road costs such as ‘‘the repair, upkeep, 
maintenance and depreciation of highways’’2? in measuring the reason- 
ableness of the road charges. If an economic division of traffic is to 
develop, the present level of these costs underestimates the long run 
opportunity costs of track maintenance which is relevant in deter- 
mining the degree to which road transport should expand. The same 
judges in Hughes and Vale Pty. Ltd. v. State of N.S.W. said: ‘‘It is 
for the use of certain roads that it is supposed the recompense is 
made and not for the use of roads of an entirely different character 
many hundreds of miles away. It may of course be immaterial if the 
charge is based on average costs of road care, repair and maintenance 
which may well give a lower rate than if it were based on the costs 
in connection with the highway used. It does not seem logical to include 
the capital cost of new highways or other capital expenditure in the 
costs taken as the basis of the computation. It is another matter with 
recurring expenditures incident to the provision and maintenance of 


23. Dixon, C. J., McTiernan and Webb, J. J., in Nielson v. State of S.A. 

24. The weight-distance tax of New York State over three years absorbed 
nearly 19 per cent of the revenue and, “from the truckers’ point of view, the cost 
of compliance by the truck owner is as much as the amount of the tax itself”. 
Motor Truck News, May, 1955, p. 8. 
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roads’’.25 While there is little dispute that capital expenditure on new 
yorks should be omitted from the calculation of a road charge, the 
gunual cost of such capital expenditure to reconstruct highways 
adequate for heavy traffic should be included to determine an economic 
division of traffic. 

The Privy Council decision on interstate road transport challenges 
the regulatory policies of the States. If they are to secure an efficient 
distribution of interstate traffic within the terms of this judgment the 
States must enforce competition between road and rail, with the prices 
of transport services reflecting the social costs incurred for their per- 
formance. This implies that road haulage costs should include the 
costs of road use, and rail freight charges should be based on the 
cost of providing services. Railway rate-making policies appropriate 
to a rail monopoly have survived until the present day, particularly 
in intrastate traffic, raising grave doubts as to whether the substantial 
public grants made to the railways in recent years have not been sub- 
sidising an uneconomic division of traffic so that the community has 
paid not only as taxpayers but as consumers as well. Regulatory policy 
in the transport industry is now at the crossroads. The States are con- 
fronted with a choice between a pattern of regulation in which com- 
petition based on social costs is the modus operandi of all transport 
operations or, alternatively, retreating from the field of interstate 
transport and widening further the opportunities for economic in- 
efficiency in the transport industry. 

R. R. Hirst 
University of Adelaide 


APPENDIX A. 


Main out-of-pocket line haul costs for 2 fast freight trains from 
Adelaide to Serviceton during 1955. 














Distance: 194 miles. Traction: twin diesel electric 
locomotive. 
Cost per net ton mile in pence 
Av. Av. 
| net be i : 
J Boe me | oe | Set | Seat | ee | ee 
1015 406 18-7 114 +132 “118 *172 051 *587 
1007 393 20-9 -085 +146 -122 166 -051 -570 





























The terminal costs in Adelaide for the second train, including station staff 
and shunting but excluding interest, maintenance and depreciation of trucks, 
amounted to £225 compared with £181 for the main out-of-pocket line haul costs. 


Source: S.A. Railways Commissioner (J. A. Fargher). 
25. Australian Law Journal, July 21, 1955, Vol. 29, No. 3, p. 135. 
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APPENDIX B. 
Operating Costs of Railway Freight Services 
A comparison of diesel-electric with steam locomotives 1953-54. 
Cost per 1000 gross ton miles 
- i Mai f 

Service on neues Fuel Total 
Diesel | Steam | Diesel | Steam | Diesel | Steam | Diesel | Steam 
d d d d d d d d 
Adelaide-Tailem Bend 60 151 65 223 86 392 211 | 766 
Tailem Bend-Serviceton 24 76 34 85 36 141 94 | 302 





























Source: J. A. Fargher, Journal of the Institution of Engineers. Vol. 27. No. 1-2 
The first service passes through the most difficult terrain in South Australia, 


the second traverses probably the easiest. 


APPENDIX C. 
1. Estimated Rail Costs Adelaide-Melbourne 


Out-of-pocket line haul costs. 


Pence per gross and net ton mile. 























Gross t/mile Net t/mile* — 
Adelaide-Tailem Bend *211d ‘51d 60 from appendix B 
Tailem Bend-—Serviceton 094 +23 134 Pe e ms 
Serviceton—Melbourne 51 290 (assume the high- 
er S.A. rate) 
Adelaide-Melbourne .432d. 


*Cost per net ton-mile is calculated by multiplying the cost per gross ton-mile 
by 2.43, the ratio of gross (trailing) load to payload for South Australian freight 


traffic in 1953-4. 


2. Estimated long run costs of freight operation: Adelaide - Melbourne. 


Line Haul costs— 

Train crews 

Fuel 

Loco. maintenance 

Maintenance of goods stock 

Running shed service 

Track costs— 
Maintenance of track and 


Pence per net ton-mile 


-44 (-432d. in Appendix C, 


-28 (average for S. Aust. system) 


CS ee ee 
Interest and depreciation 
on track and signals .. -152 -64 (S. Aust. average) 
WOUMEE GUNNS 5) sis. aes -49 (S. Aust. average) 
Total 1-85d. 


Terminal costs— 
Adelaide : 


Shunting costs .. .. .. .... 


Goods handling .. . 


Other costs... bs 


Melbourne .. .. .. ... 


| 


Pence per ton 


A = 1374.) 
32 


170 


170 (assume the same as Adelaide) 


340d. per ton 


1.) 


138 (average for S. Aust. system) 
(c.f. cost per ton in Appendix 
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3. Estimated Total Average Costs: Adelaide - Melbourne. 


Line haul, 484 —_ on x1: — 895d. per net ton 
Terminal .. .. 340d. per net ton 


Total 1235d. 


= 2-55d. per net ton-mile 


4, Estimated Marginal Costs of Freight Operation: Adelaide - Melbourne. 


Cost per 
Line haul costs. net ton-mile 
Train crews, fuel, loco. main- 
tenance .. . -44 as above 
Maintenance goods ‘stock, | run- 
ning shed service .. . -28 as above 
Track-maintenance of track and : 
a ee GA~ Ge SS ae -36 (assume track costs vary } with 
use 
CEE COND os ae 5a 56 ke KEOSS -11 (station staff, loss and damage 


to goods vary 4 with traffic) 
1-19d. 


Terminal costs. 
Shunting and goods handling: (assume vary fully with traffic) 


Adelaide (138d. per ton) 
Melbourne (138d. per ton) 


276d. 57 


1-76d. - Per net ton-mile 
= 69 per cent of full costs 
(These rates will be increased 1d. a ton-mile for road haulage costs comple- 
mentary to rail services.) 
APPENDIX D. 
Estimated long run average costs of long distance road haulage. 


Costs in pence 














Truck Truck Semi-trailer 
Petrol fuel Oil fuel Oil and petrol fuel 
Weekly 
oe ton Type of Type of Essai 
a lmao | oe | oe) Se il oe 
tons tons Prime mover} Payload 
tons tons 
500 12-14 5 12-27 5 11-97 p 5 9 
1000 7°39 7 7-29 5 6-93 d 5 9 
2000 4-88 7 4-69 6 4-21 d 5 9 
3000 4-04 7 3-81 6 3-30 d 5 9 
4000 3-62 7 3°38 6 2-84 d 5 9 
5000 3:37 7 3°12 6 2-57 d 5 9 
6000 2-99 8 2°39 ad 7 12 
7000 2-25 d 7 12 
8000 2-14 d 7 12 
9000 2-06 d 8 14 
10000 1-99 d 8 14 
12000 2-06 d 8 16 


























d= diesel, p = petrol 
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Weekly truck capacity for long haulage 
= payload x 6 hours driving time x 25 m.p.h. x 5 days 
= payload x 750 
(i.e. 36,000 miles annually if 48 working weeks per annum is assumed) 
48 working weeks per annum (2 annual leave, 1 sick leave, 1 sundries), 


. Maximum load factor. te ; 
. These costs have been prepared as the minimum rates which an owner. 


operator working on contract might be expected to recoup in freight charges 
and remain in the industry in the long run (i.e. his transfer price) and in- 
cludes entrepreneurial payments of award wages and interest on capital, 
Costs incurred by a large organization such as payroll tax, workers’ com- 
pensation, supervision and administration are neglected. This omission 
partly accounts for the wide discrepancy between these calculations and 
those of the valuable Australian Transport Advisory Council study. The 
Costs of Transport Operation in Australia, p. 39, of 10d. a ton-mile. Owner- 
operators are hauling traffic at approximately 44’ a ton-mile with no assur- 
ance of back-loading, e.g. Adelaide-Sydney £18 ton, Adelaide-Melbourne 
44’ a ton mile (£9/7/6 ton). 


APPENDIX E. 
Track Costs 





Cost per mile Total Costs 
(£'000) (£m.) 





. Recon- | Annual 
Capital : : Recon- | Annual 
a “— — Capital struction | 6 





Western Highway (Vic.) .. | 274 14 10:3 “41 3°84| 2-82 ‘ll 





























Adelaide—Crafers .. a 9 20 50 4 18 45 -004 
Crafers—Callington ae 29 20 30 4 *58 *87 012 
Callington-Tailem Bend .. 30 12 10 4 36 30 012 
Tailem Bend—Moorlands .. 12 12 10 4 14 12 005 
Moorlands—-Vic. Border .. | 112 12 10 4 1-34 1-11 +045 
Total, Adelaide-Vic. Border 2:60 2-85 “078 

» Adelaide-Melbourne 6°44 5-67 +188 


(a) The estimated cost per mile in 1954 to construct the existing route to its 
present standard including bridges. 

(b) The estimated cost per mile to reconstruct the present road to provide a 
pavement suitable for traffic which will be using it. 

(c) The estimated annual maintenance cost per mile. 


Source: Information obtained from Country Roads Board, Victoria, S.A. Dept. of 
Highways and Local Government. 
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§IRUCTURE AND PRICE DETERMINATION IN THE ROAD 
HAULAGE INDUSTRY IN NEW SOUTH WALES 


1. Introduction 


It is well known that the character of Australia’s physical environ- 

nent is such that efficient transport is of special importance. Transport 
ests account for a much greater proportion of Australia’s National 
Income than is the case for any other important country.! 
The absence of important internal waterways throws the main burden 
of providing transport facilities for a widely dispersed and unevenly 
distributed population and resource pattern on the road and rail 
hauliers. This paper is concerned with some of the problems of the 
former, and attempts a description both of the structure of the road 
haulage industry and its methods of price determination in N.S.W. 
for the period 1950/55. 

There are few written sources in this field. Most of the informa- 
tion had to be gleaned from interviews with people engaged in road 
transport. Some material has recently been made available in the 
Australian Transport Advisory Council Report,? particularly with 
reference to Victoria, but this was concerned in the main with statis- 
ties of national aggregates. The paucity of information on this 
industry in Australia, particularly from the economist’s viewpoint, 
has frequently made it necessary to refer to overseas experience, 
despite the fact that application of such experience to Australian con- 
ditions must be severely qualified because of considerable differences 
in physical and economic environment. 

Examination of the structure of the industry will show that it 
is, as is generally agreed, highly competitive. Some of the more impor- 
tant reasons for this will be discussed. As there are differences between 
the sector of the industry mainly concerned with short-distance 
haulage, and that mainly concerned with long-distance haulage, these 
two sectors will be considered separately. It was not possible to con- 
sider the various types of specialized carriers, and the discussion will 
be confined to the general carrier. 


2. Structure of the Industry 
(a) Size of Firms 


It has been said of the motor carrier industry that ‘‘. . . it would 
be difficult to discover another industry in which the conditions so 


1. See Dr. Bell’s paper: Background to the Problem, read to the Australian 
Institute of Political Science, Summer School, 1956. 

. The Cost of Transport Operation in Australia (Dept. of Shipping and 
Transport, 1955), pp. 36-61. 


291 





292 THE ECONOMIC RECORD Nov, 


closely coincided with those of the pure competition model’’? The 
most important reasons for this are complete freedom and relative 
ease of entry into the industry,‘ and the absence of any substantial 
economies of scale.® Entry is relatively easy because no great capital 
is required to purchase the necessary equipment. Credit facilities 
exist which often make the initial capital outlay very small and, unlike 
the railways, road carriers need incur no other fixed outlays of any 
magnitude because, with the exception of licences and insurance, pay. 
ments for the use of the road network by road and petrol taxes vary 
with actual use.® 

The question of economies of scale requires more detailed 
examination. For most carriers of general goods, one of the most 
important factors influencing costs is the quality of management, 
The great advantage of road haulage over other forms of inland 
transport is flexibility and this creates many managerial problems, 
The diversity of tasks is enormous, requiring co-ordination of dif. 
ferent transport tasks between an almost unlimited number of points. 
The necessity to minimise the effects of joint costs and to make maxi- 
mum use of each vehicle’s carrying capacity thus requires constant 
personal supervision. As a result, the management-optimum for most 
firms is probably quite small. 

This is not the case, however, if conditions exist which make it 
possible to reduce the various jobs to a set of rules and regulations, as 
where regular consignments are carried over similar routes or where 
the carrier operates a recognized service at standardized rates. Under 
such circumstances the diversity of tasks is reduced and the haulier 
tends to specialize in one or two particular fields and/or areas. Most 
of the larger firms would fall into this category. Nevertheless, small 
firms are still able to compete, mainly because any economies due to 
large-scale operation are insufficient to offset other advantages pos- 
sessed only by the owner-driver. This aspect will be discussed further 
in section 3 (c) below. 

These arguments suggest that the majority of road haulage firms 

3. G. W. Wilson: “Effects of Value-of-Service Pricing upon Motor Common 
Carriers”, in Journal of Political Economy, August, 1955, p. 343n. 

4. The confusion between “free” and “easy” entry, often inaccurately considered 
synonymous, was clarified in Mr. H. R. Edward’s article: “Price Formation in 


Manufacturing Industry atid Excess Capacity”, Oxford Economic Papers, Vol. 7, 
No. 1, February, 1955. 

5. The existence of substantial economies of scale was queried by the U.S. 
Interstate Commerce Commission, which “... disapproved a merger of twenty- 
seven truck carriers, on the grounds, inter alia, that there were not sufficient 
economies of scale, although the evidence on this point was not conclusive”. Here 
taken from G. W. Wilson. op. cit., p. 340n. 4 

6. “The chief and most obvious distinction between transport agencies using 
public and those using private tracks lies in the greater command over capita 
required before the latter can come into existence.” M. R. Bonavia: The Economics 
of Transport (Cambridge University Press, 1944), p. 15. 
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would be fairly small. Although no detailed statistics are available 
for Australia, informed opinion holds ‘‘. . . that about half (of) 
Australia’s commercial vehicles are individually owned, and over 
80 per cent are in fleets of less than five trucks’ A recent survey in 
Queensland showed that the average number of trucks operated by 
the larger hauliers was seven, varying from four to fourteen.’ In the 
US.A. ‘motor transportation of property has been and still is con- 
ducted to a very large extent by small carriers’’,? and a well-known 
transport authority in the U.K. observed that ‘‘. . . the ordinary 
haulage firm is very small’’.!° Had there been substantial economies 
of scale the smaller firm could hardly have continued to be so impor- 
tant. 


(b) Division Into Two Major Sectors 


The great variety of transport tasks necessarily demands a 
corresponding variety of equipment. This is particularly obvious 
when transport of small quantities of goods between points not far 
apart is contrasted with haulage of large quantities over great dis- 
tances. Short-distance haulage requires small and more manouverable 
vehicles, able to negotiate in city or town traffic where actual running 
costs are of less importance, relatively, than the time taken in delivery. 
The reverse is true of long-distance haulage, where low ton-mile run- 
ning costs are of primary importance, so that the larger vehicle is the 
only suitable type of equipment. Thus the longer the haul, the greater 
the initial outlay required. The equipment used is rarely versatile 
enough to be used economically for both long and short haul opera- 
tions. 

A further difference is that road haulage faces virtually no com- 
petition from any other transport medium for short hauls,1! whereas 
the long-distance haulier is to some extent in competition with the 
transport services provided by the railways. An important consequence 
of this is that the short-distance haulier need not anticipate possible 
regulation by governments, whereas the long-distance haulier is faced 
7. Truck and Bus Transportation, May, 1955, p. 5 (Shennen Publishing and 
Publicity Co., Sydney; monthly). 

8. Economic News, Vol. 20, No. 8, August, 1951 (Queensland Bureau of 
Industry monthly). 

, 9. Transportation and National Policy (National Resources Planning Board, 
U.S. Government Printer, Washington, 1942), p. 403. 

10. G. Walker : Road and Rail (Allen and Unwin Ltd., London, 1947), p. 94. 

11. There is, however, competition from the ancillary carrier. “The professional 
carrier and the ancillary user are natural competitors, and retention of any traffic 
by professional carriers is due to lower costs resulting from specialization in occu- 
pation and an ability to smoothe out fluctuations in individual voloumes of traffic by 
combining the demands of a number of customers.” L. A. Schumer: Road Transport 
(Paper read at 1956 Summer School of the Australian Institute of Political 


Science). See also G. Walker: “New Thinking in Transport”, Journal of the 
Institute of Transport (London), July, 1955, pp. 161-2. 
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with the ever-present threat of government attempts to protect railway 
revenue by creating obstacles resulting in increased road transport 
costs. This threat, together with the considerable immobility of long. 
distance haulage equipment, has without doubt had effects on entry 
into this field. These effects will be considered further in seeti 
3 (c) below. The differences in cost and demand conditions faced by 
short- and long-distance operators necessitate separate consideration 
of these two main sectors. 


3. Price Determination 
(a) General 


The determination of the price for the haulier’s service, particv- 
larly in the absence of regular consignments, is a complex problem, 
because different types of equipment having different carrying 
capacity are required to supply the large variety of services demanded. 
As already mentioned, the equipment required for short hauls of 
small loads differs from that necessary for long hauls of heavy loads. 
Within these extremes are innumerable combinations of load and dis 
tance, for each of which there is a particular vehicle best suited for 
the task. The construction of a rate schedule must take this into 
account, but care must be exercised lest, in achieving comprehensive 
ness, such a schedule is made too complex. Any particular rate could 
fail to cover the costs of one carrier, and yet be extremely profitable 
to another operating with different equipment. A practical rate 
schedule will be so devised that the owners of different equipment wil 
find it worthwhile to seek the type of work they can perform most 
profitably. 


(b) Short-Distance Haulage 


It is convenient to define short-distance cartage as the transport 
of goods between points separated from each other by no more than li 
miles.!2 The main problems of the haulier in this field are determined by 
the necessity of handling a great variety of tasks within a compare 
tively small area. As a result, difficulties posed by joint costs and 
mileage charges are minimised, whereas maximum attention must be 
given to time charges and to ensuring continuity of work. 

The prices for transport services in this field are, in the great 
majority of cases, based on the tariff supplied by the Master Carriers’ 
Association of N.S.W., one of the largest organizations in the road 
transport industry.1* The Association has no power over entry into 


12. The Master Carriers’ Association of N.S.W. Cartage Rates and Conditions 
(August, 1948). Schedules 2 and 4 show that a uniform mileage charge is applicable 
for distances exceeding 15 miles. 

13. For a list of organizations in road transport, see: Truck and Bus Trans 
portation, January, 1954, pp. 57-8. 
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the industry, and is in the main confined to looking after the collective 
interests of its members. It provides assistance and information when 
required, and also acts as an insurance company for its members. 
Because of the widespread use of its schedules of rates, it is useful 
to examine the principles followed by the Association in their com- 
pilation.™4 

The Association was fully aware of the fact that free and easy 
entry into the short-distance haulage field required a rate structure 
closely patterned on actual costs. If rates were set too high, this would 
encourage entry and thus lead to rate-cutting and abandonment of the 
Association’s tariff. The aim must therefore have been a cost-plus- 
profit basis which would yield a rate of return that might be accept- 
able as ‘‘normal’’ for this particular industry. The existence of a 
uniform tariff on such lines means continuity of work for the hauliers 
because it prevents excessive entry, and the great convenience of a 
rate schedule eliminates individual price calculations often based on 
arudimentary knowledge of the costs involved.'5 

The method used for calculating a rate for a particular service 
is simple, once all costs are ascertainable and properly defined. The 
Association followed the usual trade practice of dividing total costs 
into overhead and running costs, using the cost experience of vehicles 
commonly used under the particular circumstances. It was necessary 
to make assumptions, based on trade experience, regarding the average 
utilization of the carrying capacity of vehicles and idle time, and to 
provide separate categories for services for which these assumptions 
are not likely to be realized. In all cases the bases of the rate schedule 
are the overhead costs, which can be most conveniently allocated to 
the time involved in performing the transport service, and the run- 
ning costs, which are directly related to the distance covered. 

The various costs in each category must be considered in greater 
detail : 

(i) Overhead costs are simply the costs which cannot be con- 
veniently allocated on a mileage basis. Although often inaccurately 
considered inescapable, they are synonymous neither with the fixed 
cost of the economist, nor with the overhead costs of the accountant. 
To avoid possible confusion they will be referred to as ‘‘time’’ costs, 

14. The schedule of maximum charges required the approval of the Prices 
Commissioner at that time (1948), so that it might be argued that the choice of 
principles may have been affected by this. However, the existence of free and easy 
entry is of far greater importance. It should be noted that price control for road 
transport ceased in December, 1953, and no great changes in the basic principles 
have occurred since then. 

15. Lengthy discussions on how to work out a rate for a job appear in most 
trade journals overseas, and in most standard texts on transport. See: The Com- 
mercial Motor (Temple Press Ltd., London, weekly) which refers to this problem 


in nearly every issue. Also C. S. Dunbar: Goods Vehicle Operations (lliffe and 
Sons Ltd., London, 1949), chapter 10. 
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because they do not vary proportionately with distance covered by 
the vehicle. The ‘‘time’’ costs of the haulier include depreciation, 
interest, insurance and registration, garaging and servicing expenses, 
and labour costs. Each of these deserves a short explanation: 


Depreciation: As a general rule, the cost of the ‘‘barefoot’”6 
vehicle minus its scrap value is depreciated over the number of years 
of estimated useful life of the particular type of equipment in ques- 
tion on a “‘straight-line’’ basis. Useful life will vary according to 
type of work done, so that a tipping truck will probably be fully 
depreciated after five years, whereas an ordinary truck employed on 
work over good roads might have a useful life of some eight to 10 
years.17 The Association decided on an average of eight years of 
useful life for general goods-carrying vehicles, and used this method in 
its tariff calculations. 

Other possible methods include depreciation based on the dimin- 
ishing value of the vehicle, and depreciation over the number of road 
miles which the vehicle can be expected to cover during its useful 
life.1® The advantage of the former method is that depreciation charges 
are greater during the earlier years of the vehicles’ useful life, when 
time lost through mechanical breakdowns is at a minimum. Deprecia- 
tion on a mileage basis transfers depreciation from ‘‘time’’ to run- 
ning costs. Any advantage this method may possess depends on the 
type of work expected from the vehicle. Thus if the equipment has a 
life expectancy of, e.g., 200,000 miles or, e.g., eight years, then the 
greater the expected mileage the more appropriate is depreciation on 
a mileage basis.1® This method is therefore not useful for short haul 
operations. 


Interest: The Association decided on a ‘‘flat’’ allowance of 5 per 
cent on depreciated capital. The small carrier, as a rule, ignores this 
item completely, and makes no allowance for it when he calculates an 
independent rate.?° 


Insurance and Registration are taken at cost, and depend on the 
size, weight, type and carrying capacity of the vehicle. 


16. A trade term describing a vehicle minus tyres. 

17. In Victoria the length of useful life appears to be standardized at seven 
years for five and ten ton trucks, but this is probably an uneasy compromise. The 
larger vehicle presumably travels a much greater distance in the course of one 
pene ae the smaller. See: The Cost of Transport Operation in Australia, table 18, 
p. 39. 
18. “Costing for Time and Mileage”, Commercial Motor, 4th May, 1951, p. 408. 

19. I have suggested elsewhere that a combination of depreciation on time and 
mileage basis could be used by long distance carriers. See: “Costing for long-haul 
operations”, Truck and Bus Transportation, May, 1953, pp. 57, 74-5. 

20. The Victorian Road Transport Association’s costing schedule apparently 
does not make any allowance for interest. See: The Cost of Transport Operations 
in Australia. Table 8, p. 39. 
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Garage and Servicing costs are allowed for by an estimate based 
on past experience with similar type of vehicles. 


Labour costs include wages, workers’ compensation insurance 
premiums, long service leave, and payroll tax. These costs vary 
slightly according to type of work, because award rates of pay dif- 
ferentiate between drivers of vehicles with different carrying capacities. 
Labour costs are generally considered to be approximately 50 per 
cent of total costs. It should be pointed out that the inclusion of labour 
costs in the category of ‘‘time’’ costs is an acknowledgement of the 
fact that for most transport firms the wages bill is to a large extent 
independent of short-run variations in the volume carried. 

The total annual cost of these items is divided by the average 
expected hours of use of the vehicle during the year. After allowing 
for holidays and other possible interruptions, the Association decided 
upon 1,800 hours as the appropriate figure. This represents 225 
working days of eight hours each, and is probably a fair estimate of 
what might be expected from the average vehicle.24 


(ii) Running costs present no particular problem. They include 
all costs which vary directly in proportion to distance covered. Petrol 
is taken at cost per gallon, divided by miles per gallon,2? and the 
same method is used with oils and greases. The cost of a set of tyres 
is also divided by expected mileage and appears as so much per mile. 
The amount allowed for repairs is largely a result of previous experi- 
ence with similar vehicles on comparable work, and is also reduced 
to cost per mile on the reasonable assumption that repairs are generally 
related to distance covered. 


(iii) Profit was computed by adding 15 per cent to ‘‘time’’ costs 
which, in short-distance haulage, make up the bulk of total costs.2% 
Where a small carrier is called upon to strike an independent rate, his 
own addition to his cost estimates to allow for profit might vary from 
15 per cent on ‘‘time’’ to 20 per cent. of total costs. Otherwise, profits 
are a residual amount which most small carriers would be unable 
to calculate with any precision. In the great majority of cases he will 
base his charges on the tariff, or his charge will be severely limited 
by competitors. 

It is clear that this cost basis would lend itself to presentation 
a a two-part tariff. All the information required is the distance 
covered, and the time the job takes. It is, however, rarely presented 

21. The Victorian Road Transport Association worked on a basis of 1692 
hours annually. See: The Cost of Transport Operation in Australia. Table 18, p. 39. 

22. Carriers may operate their own petrol bowsers, and thus obtain fuel at 
wholesale prices. The Association’s estimate is based on the retail price. 

23. The Victorian Road Transport Association works on a profit addition of 


: per ~ on total costs. See: The Cost of Transport Operation in Australia. Table 
» P. OY, 
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to the customer in this form. Even when a vehicle and driver are hired 
for a certain job it is usual to quote the charge on an hourly basis, 
The Association’s tariff does provide a scale of charges on a time. 
plus-mileage basis,?4 as well as a scale based on time only, and if the 
latter finds more use than the former this again is an acknowledge. 
ment of the relative insignificance of running costs for short-distance 
haulage. The combination rate would probably find more acceptance 
for hauls of medium length. 

The above cost considerations are the principles used in the 
construction of the various schedules in the tariff. All price differentia. 


tions between different classes of goods are based on actual differences 
in handling costs. The tariff provides a schedule for ‘‘general’’ goods, 


which excludes brewery deliveries, flour, machinery and the like, 
perishables and wool. This ‘‘general’’ goods schedule lists the various 
classes of commodities and shows charges at so much per ton, drum, 
parcel, bag or 40 cubic feet.25 This allowance for greater bulk relative 
to weight is necessary because the carrying capacity of most vehicles 
refers not only to weight but also to capacity to accommodate bulk. 


If the average vehicle can carry either five tons, or 500 cubic feet, then | 


the charge per 100 cubic feet equals the charge for one ton. A parcels 
rate operates for small deliveries, so that allowance is made for much 
running with less than full carrying capacity. Similar reasons are 
behind the provision of a separate schedule for surcharges for travel- 
ling beyond the city area, so that allowance is made for the increas- 
ing importance of running costs as distance increases.”® 

The goods excluded from the ‘‘general’’ category are classified 
as ‘‘special’’ goods, with different rates. Again there is a cost basis 
for this differentiation, because most goods in this category are usually 
available in full truck loads. The uniformity of this load permits 
most efficient utilization of available truck space. ‘‘Special’’ goods of 
this character include flour, wool and brewery deliveries. In the case 
of machinery the charge for ‘‘any single package or indivisible piece” 
likewise ensures that an adequate charge is made under circumstances 
which often make efficient use of truck space impossible.2” Regular 
services are also dealt with on the ‘‘special’’ basis, and provision is 
made for charges which allow for the fact that, regularity permits 
discovery of the best route and the most efficient arrangement of goods. 


The rates for regular services are, in fact, usually negotiated between | 








the Association and customers, and the slight differentiation in the | 


24. The Master Carriers’ Association of N.S.W. Cartage Rates and Condi- 
tions, Schedule 8. ‘ 

25. The Master Carriers’ Association of N.S.W. Cartage Rates and Condi- 
tions, Schedule 1. 

26. Ibid, Schedule 2. 

27. Ibid, Schedule 5. 
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charges no doubt reflects the bargaining power of the parties involved. 
However, the departure from a cost basis in these instances is very 
slight. 

It is clear, then, that the rates set by the Association are neces- 
sarily closely patterned on costs. It was argued above that if charges 


_ were ‘‘too high’’, entry would be encouraged and, since the Associa- 
| tion cannot insist that non-members adhere to the charges in its tariff, 


this would lead to undercutting of its rates. Its power over members 
is confined to the benefits it extends in the form of advice, assistance 
and insurance. Its membership would decline if undercutting of its 
rates became necessary because of non-member competition.2* Thus 


| the tariff will continue to be accepted by the majority of short-distance 


carriers only so long as the convenience of an accepted rate schedule 
is not outweighed by difficulties in obtaining work at those rates. 


(ec) Long Distance Haulage 


This section will deal mainly with interstate haulage, but much 
of the discussion can also be applied to long-distance intrastate road 
transport. Although many of the problems of the long-distance haulier 
are similar to those experienced by his short-distance counterpart, 
there are also significant differences. Greater attention is given to run- 
ning costs, time costs decline in relative importance, and terminal, 
office and administration costs must be taken into consideration. 
Nevertheless, the small haulier is still of great importance in this field. 

It has already been pointed out that entry into the long-distance 
field is not quite so easy as was the case for the short haul, because of 
fear of government regulation and the increased capital outlay neces- 
sary for larger vehicles with low costs per ton-mile. The recent Privy 
Council decision?® will reduce fear of unlimited regulation but, until 
the N.S.W. Government finally clarifies the position, some fear of 
further attempts to restrict interstate haulage will continue to discour- 
age hauliers from committing themselves too far in respect of fixed 
capital outlays. Thus pricing methods may not be patterned so closely 
on actual costs as is the case in short-distance carriage, mainly because 

28. This is not applicable to large fluctuations in the demand for short distance 
haulage. When there is a considerable decline in demand “rate cutting” is common 
a short run. See: “Rate Cutters”, Truck and Bus Transportation, December, 
; 29. On application of Hughes and Vale Pty. Ltd., the Privy Council declared 
invalid those portions of the N.S.W. Transport (Co-ordination) Act under which 
inter-State road transport was licensed and taxed. This decision was made on 
17/11/1954, and the immediate effect was that inter-State hauliers no longer paid 
road tax on the loads and tare weights of their vehicles. Intra-State haulage is not 
affected by the decision. The N.S.W. government had attempted to fill this gap 
with further legislation, but this was declared invalid by the High Court in June, 
1955. Further attempts will, no doubt, be made in the near future, and the High 


Court has indicated that taxation in proportion to road damage would not be con- 
sidered unconstitutional. 
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entry is related not only to profit-earning capacity, but also to future 
expectations about government regulation. 

The various costs incurred are, however, similar to those already 
discussed for short hauls though, as already mentioned, terminal, 
office and administration costs are of greater importance in the long- 
distance field. These are included in ‘‘time’’ costs, while depreciation 
of the vehicle is frequently carried out on a mileage basis. Unlike the 
short haul, there have been no fixed, generally accepted schedules of 
charges,*° and cost calculations have not acted directly as deter- 
minants of the rate charged, other than as a floor below which the 
carrier would not go during conditions of ‘‘normal’’ demand.*! When 
a smaller haulier is in a quandary regarding a particular rate, it is 
not unusual for him to contact one of the larger interstate firms for 
a rate, and to ‘‘cut’’ this by so much per ton. 

The vague phrase ‘‘charging what the traffic will bear’’ had con- 
siderable significance in the past when applied to the interstate haulier, 
although there were limits to this because customers frequently 
‘‘shopped around’’ for the best rate available. Differentiation of 
charges is, however, rarely based on classification of goods on other 
than cost considerations. A rate is usually quoted as so much per ton 
or 100 cubic feet, and this is, as a rule, quite independent of the 
nature of the goods carried, except for special cases involving irregular 
bulk or fragility. There is thus little resemblance between road 
haulage charges and the intricate system of differentiation according 
to value, package, use, etc., of the railways. 

One of the results of this difference in pricing procedures is that 
the haulier is rarely interested in the railway rate for a particular 
class of goods, because he knows that he not only supplies a service 
different in quality, but also that he can compete with the railways 
only for marginal goods, i.e., those for which at present road and rail 
rates it is only just profitable to use one transport medium rather than 
the other. The present system permits the railways to carry those goods 

30. When the possibility of devising a tariff for inter-State road transport was 
considered at the annual meeting of the Australian Road Transport Federation, it 


was held that “. . . its establishment is a very difficult problem”. Truck and Bus 
Transportation, November 1955, p. 10. 

31. “Normal’ demand for the inter-State hauliers’ services may be defined as 
a range between a lower limit determined by demand being just sufficient to permit 
full utilization of equipment without also inducing exit from the industry, and an 
upper limit determined by demand being just insufficient to induce further entry. 
Any impediments to entry (or exit) will widen these limits, but so long as no 
variation in these impediments is expected, price differences to different consumers 
can be explained only by consumer ignorance. If, however, variations in impedi- 
ments are expected to (and do in fact) occur, the reasons for price variations must 
lie in the inability of firms within the industry to adjust themselves immediately 
to any change in impediments. The resultant lack of stability was acknowledged 
by the chairman of the goods section of the Australian Road Transport Federation 
in his statement that “Road transport generally, in varying degrees, is in a state 
of flux”. (A.R.T.F. Annual Conference, 1955). Ibid. 
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for which it makes a low charge, and allows the higher rated traffic to 
yo by road. This prevents the railways from gaining on the dearer 
traffic what it loses on the cheaper. Competition, except for marginal 
goods, is thus effectively prevented.** This does not mean that the 
haulier is completely indifferent to rail rates as a whole, because he 
nows that any change in relative rates will have some effect on the 
ylume ecaried by each transport medium. Every change in relative 
rates does affect marginal goods, but the effects of such changes 
are always minimized by the differentiated tariff of the railways. It 
does mean, however, that the haulier is not particularly concerned 
with the loss to the railways of certain goods, and that he is not, in 
fact cannot be, influenced by the railway’s tariff in such a way as to 
cause him to differentiate his charges on a similar basis. 

Reverting to the manner in which interstate haulage rates are 
determined, an important factor is the rate at which the haulier can 
hire a sub-contractor to do the job for him. If the sub-contractor is 
available at a certain rate for transport between Melbourne and 
Sydney, then the difference between this rate and the rate quoted by 
the haulier to the customer will include a charge for terminal costs 
(if the sub-contractor uses the haulier’s terminal) and agency com- 
mission. Since in many cases the sub-contractor could short-cut this 
process if it paid him to do so, and as a number of hauliers may wish 
to employ him, the actual cost to the customer cannot in practice 
diverge too far from the basis provided by the sub-contractor’s rate 
which must therefore be examined. 

The sub-contractor’s rate is determined by the demand for his 
services on the one hand, and the supply of available sub-contractors 
on the other. This rate cannot, of course, be less than short-run mar- 
ginal opportunity cost,®* but may in the short run be considerably 
above average total cost. Once the rate exceeds cost by a margin suf- 
ficient to offset the obstacles to entry already mentioned, further 
influx will result, so that any long-run gap between cost and price 
is largely determined by the willingness of labour and capital to 
enter this field. So far as the sub-contractor is concerned, the most 
important factors are availability of capital for a suitable vehicle, and 
the existence or possibility of government intervention. 

32. This problem has appeared wherever there is competition between road 
and rail. “Only when it is clear to the student of the problem that the organization 
and the development of railways were based on a number of assumptions which 
through the appearance of road transport have lost a great deal of their validity, 
will it be possible to gauge the difficulties which confront us in dealing with this 
(road and rail competition) problem.” E. D. Weiss: “Rail and Road Competition 
in Great Britain: The Problem of Charges.” South African Journal of Economics, 
March, 1937, p. 28. 

33. “Marginal” costs here mean those costs which can be avoided in the short 


tun. They are thus not the same as running costs. Cf. W. A. Lewis: “Fixed Costs”, 
in Overhead Costs (Allen and Unwin Ltd., London, 1949), p. 9. 
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Nov. 
The sub-contractor’s rate is also a'guide to the haulier’s decisions 
regarding the size of his fleet. If it costs the haulier less than the sub. 
contractor’s rate to send goods by his own fleet, it will pay him to 
expand; if it costs him more, he need not replace the next vehicle 
which wears out. More important, however, is the fact that any 
increases in traffic may be considered by the haulier as either per- 
manent or only temporary. The haulier need not commit himself to 
further outlay on fixed equipment unless he is reasonably sure the 
increase is permanent, because the sub-contractor is always available 
for the loads the haulier cannot handle. So long as the question of 
government regulation is not finally settled, the haulier will tend to 
rely on the sub-contractor to a greater extent than would otherwise 
be the case. The sub-contractor faces the same problem on a smaller 
scale, but also has more freedom in choosing the area in which he 
operates because he does not use his own depots and terminals. 

An important recent development in long-distance transport is 
that the agency function usually performed by transport agents or 
the larger hauliers is increasingly being taken over by specialized 
organizations functioning on a co-operative basis. A firm was recently 
registered in Sydney which will act as agent for participating mem- 
ber carriers, who are to invest £100 each in shares. The carriers will 
then pay the agency commission to the company, and any profits 
will be distributed among them. The company will supply depots in 
various capital cities. These will include terminal, storage, garage and 
servicing facilities. An important objective of the firm will be ‘‘con- 
tinuity of work for the shareholding drivers’’. ‘‘ At present the owner- 
driver had [sic] to either ‘drum up’ his own loads, or rely on sub- 
contracting, which was [sic] always ‘less’ the usual handling 
charges’ ’.4 
This follows a previous announcement of the establishment of a similar 
organization in South Australia, where services provided include col- 
lection of loads and conveyance to the depot, from which they are 
then collected by the long-distance carrier. Again 90 per cent of the 
earriers using the depot’s facilities are shareholders in the company. 

This seems to point to the continued importance of the owner- 
driver and the small haulage firm. Another pointer in the same diree- 
tion is the fact that ‘‘more and more firms engaged in long-distance 
haulage are changing over to the owner-driver system, under which 
vehicles or prime movers are either leased or sold on terms to drivers 
under contract to do the firm’s haulage’’.2* This trend has also been 


34. Truck and Bus Transportation, April, 1955, p. 17. 
35. Ibid, February, 1954, pp. 56-7. 
36. Ibid, April, 1955, p. 6. 
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apparent in road passenger transport.*’ The reason usually given for 
this development is that existing awards provide high penalty rates 
for irregular hours of work, and the owner-driver apparently does 
not make similar allowances for himself when he operates his own 
vehicle. There is greater scope for this in long-distance haulage than 
for short hauls, because the normal hours of the businesses serviced 
by the short haul operator severely restrict delivery times.* 

The temptation to draw far-reaching conclusions from these 
developments should be resisted, because it is apparent that some 
firms continue to grow in size and importance. There is room for both 
large and small operators in the long-distance field; the variety of 
work is so great that it is unlikely that either will dominate this field 
in the foreseeable future. 


Conclusion 


The road haulage industry in New South Wales is highly com- 
petitive, the main reasons for this being relatively free and easy entry 
and the absence of substantial economies of scale. Smaller firms are 
able to compete successfully with the larger operators. The pattern of 
short-haul charges in general use is based on the knowledge that, pro- 
vided the cost basis allows for a ‘‘normal’’ rate of return, there will 
be no excessive entry. Excess capacity, if allowed to develop, would 
lead to rate-cutting and abandonment of standard charges. 

The long-haul field presents a more complex picture, not only 
because larger capital outlays are usually required for the equipment, 
but also because uncertainty about government action has a deterring 
effect on entry. It is not the presence of government regulation, but 
uncertainty about changes in such regulation, which may require the 
addition of a risk-premium over and above the ‘‘normal’’ return.*® 
The sub-contractor, occupying an important place in the industry, is 
able to compete with larger firms because he is able to move readily 
from one field of operation to another, because he uses the terminal 

37. Ibid, June, 1954, p. 41. This refers to the sale of some of the routes of 
Murray Valley Coaches Ltd., to their staff. Similar action had been taken by Blue 
Mountain Transport previously. 

38. This fact was brought out by Mr. Schumer in the discussion subsequent 
} Bonn peer: Road Transport (1956 Summer School, Aust. Inst. of Political 

cience ). 

39. It would be more accurate to speak of a range of uncertainties about 
possible government action, because indirect as well as direct action must be taken 
into consideration. Thus, it was mentioned at the Summer School of the Australian 
Institute of Political Science (1956) that the states might react to the Privy 
Council decision about regulation of interstate road transport by feeling less obliged 
to keep interstate highways in good repair. Moreover, absence of regulation of cer- 
tain kinds may also be feared by some carriers (e.g. the larger hauliers would, no 
doubt, like enforceable regulation on permissible hours of work, since this would 
seriously affect the owner-driver). Some aspects of governmental regulation of 


road transport are discussed by Dr. D. Bright Singh, in his article “Problems of 
the Motor Transport Industry in India”, Indian Journal of Economics, July, 1954. 
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facilities of the haulier. Most sub-contracting is done by owner-drivers, 
who are also willing to work long hours, thus probably utilising more 
fully the carrying capacity of their vehicles. Interstate haulage rates 
can therefore fluctuate within wider limits than is the case for short- 
hauls. 

Although this paper refers only to the haulage industry in 
N.S.W., it is thought likely that the general outlines presented would 
not differ greatly in other states. However, once the doubtful legal 
position has been clarified, interstate haulage will experience consider- 
able changes which will have far-reaching consequence for the whole 
transport system in N.S.W.* 


H. Kousen 
Umversity of Sydney 


40. I should like to acknowledge the generous assistance given by transport 
operators, and in part’ sular, Mr. Saunders of the Master Carriers’ Association 
of N.S.W.; Mr. G. Hammond, B.Ec., of K. W. Thomas Transport; and Mr. 
Maddocks, editor of Truck and Bus Transportation. I would also like to thank 
Professor S. J. Butlin and Professor H. W. Arndt, Acting Professor H. D. Black, 
and Messrs. K. Laffer and H. R. Edwards for their friendly criticisms and many 
helpful suggestions. 
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THE NEW ZEALAND MONETARY COMMISSION, 1955-56* 


‘‘To limit the total amount of paper issued, and to resort for this 
purpose, whenever the temptation to borrow is strong, to some 
effectual principle of restriction; in no case, however, materially 
to diminish the sum in circulation, but to let it vibrate only 
within certain limits; to afford a slow and cautious extension of 
it, as the general trade of the kingdom enlarges itself; to allow 
of some special, though temporary, encrease in the event of any 
extraordinary alarm or difficulty, as the best means of prevent- 
ing a great demand at home for guineas; and to lean to the side 
of diminution, in the case of gold going abroad, and of the 
general exchanges continuing long unfavourable; this seems to 
be the true policy of the directors of an institution cireumstanced 
like that of the Bank of England. To suffer either the solicitations 
of merchants, or the wishes of government, to determine the 
measure of the bank issues, is unquestionably to adopt a very 
false principle of conduct.’’ 

Henry THORTON, 
Paper Credit, 1802. 


I 


When considering the Report of this Royal Commission one should 
bear in mind the essential feature that the establishment of the inquiry 
was motivated strongly by political circumstance.! At the general 
election of November, 1954, the Social Credit Political League received 
a surprisingly high percentage of the total vote—some 11 per cent— 
and whether this support represented a protest vote against the 
mediocrity displayed by the two major parties or genuine support for 
Social Credit precepts there was no gainsaying the severe upset to 
political calculations. As the Social Credit Political League had been 
ignored during the election campaign, a Royal Commission seemed 
a useful vehicle for displaying the inconsistencies in their programme. 
One should be mindful, however, of other criticisms of monetary 
policies current prior to the election. A Mr. H. J. Kelliher had cir- 
culated widely a pamphlet listing the deficiencies of the existing bank- 
ing system and presenting his ideas for improvement. In addition 
there were sufficient causes of dissatisfaction with general economic 
policy, as well as the monetary and exchange aspects, to stimulate 
demands for an inquiry; indeed the election was fought mainly on 
the issue of inflation. But this was hardly the reason for appointing 
the Royal Commission. 

When the Royal Commission was established in March, 1955, the 
political role was uppermost in mind. This view is strengthened by 


*T am indebted to Professor H. W. Arndt, Mr. A. J. L. Catt, and Dr. J. O. N. 
Perkins for discussion and criticism. 

1. Report of the Royal Commission on Monetary, Banking and Credit Systems; 
New Zealand House of Representatives, Appendices B.3 (Government Printer, 
Wellington, N.Z., 1956; N.Z., 16/-). 
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the opinion expressed by the Royal Commission that ‘‘its primary 
duty was to report upon representations received regarding any 
monetary, banking and credit proposals’’.2 Fortunately the Royal 
Commission devoted a significant portion of its efforts to investigating 
the existing system, thus considerably enhancing the usefulness of 
its Report. Accordingly one may divide the Report into three distinct 
parts; the proposals for reform, a review of economic developments 
since 1934 with emphasis upon experience in the last five years, and 
recommendations about future policy measures. 


II 


The two main proposals for reform were presented by the ex. 
ponents of Social Credit and Mr. H. J. Kelliher. A difficulty handi- 
capping an appreciation of the Social Credit submission is the lack 
of uniformity in the arguments presented to the Royal Commission. 
The traditional A + B theorem showing the ‘chronic gap’ of purchas- 
ing power was rejected by the witnesses though they held, for a time, 
to the contention that such a gap did exist.’ While holding this opinion, 
the witnesses presented the familiar proposals for issuing ‘debt-free’ 
money through such avenues as tax-reductions, subsidies, and public 
works. Since they regarded interest on bank credit as a cause of the 
gap, it was perhaps surprising that they did not advocate the abolition 
of the existing banking system. 

Eventually the contention about the existence of the gap of pur- 
chasing power was withdrawn under pressure of criticism of the 
statistical compilations submitted in support of the case and in realiza- 
tion that existing economic conditions did not support the claim. The 
only recommendation sustained by the Social Credit advocates was 
the request for a National Credit Authority to determine whether this 
gap exists as well as to advise on general economic problems. Con- 
sequently the Royal Commission dismissed the Social Credit proposals 
finding that they ‘‘failed completely to substantiate their original 
submissions that there was a chronic gap’”‘; in reaching this decision 
the Royal Commission was assisted by the inefficiency of the Social 
Credit advocates. Indeed, the resurgence of Social Credit in New Zea- 
land is of more interest as a political phenomenon than for its economic 
heresies. 

Mr. H. J. Kelliher proposes a ‘‘Loanable Funds Scheme’’ which, 
he claims, would be self-regulatory and would preserve a ‘stable’ 


2. Report; p. 13. 

3. Readers wishing to refresh their memories on Social Credit ideas could do 
worse than look at Mr. Hugh Gaitskell’s chapter in What Everybody Wants to 
Know About Money, edited by G.D.H. Cole (Victor Gollanz, London, 1933): 
Chapter VIII, “Four Monetary Heretics”, especially pp. 347-375. 

4. Report; p. 117. 
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monetary system. On the first point, the origins of his notions are 
clear as his submission reviews at some length the familiar 100 per 
cent money proposals. Actually his proposal is a version of this scheme 
which he proposes to apply to all future banking operations. Its essence 
is the identification of demand deposits with money and time deposits 
with saving ; a questionable procedure. In the course of discussion the 
advocates of this ‘‘Loanable Funds Scheme’’ admitted that it might 
be necessary for the central bank to intervene occasionally, thereby 
surrendering the main advantage claimed for the system—its self- 
regulatory nature. 

On the second point, concerning the stability of the monetary 
system, the submission suggested that with a reformed banking system 
the money supply would be constant. On examination, however, the 
claim was proved to rest merely upon a book-keeping arrangement 
and a revised definition of the money supply which ensured that the 
aggregate would remain unchanged whatever operation was under- 
taken. The crudity of the device is an accurate reflection of the think- 
ing associated with the ‘‘Loanable Funds Scheme.”’ 


III 


Reviewing the whole period from 1934 to 1955, the Royal Com- 
mission did ‘‘not regard the increase of bank advances as having been 
one of the chief initiating causes of inflation’’ though such increases 
were an important (or a major contributory) factor in 1950-52 and 
1954-55.5 During these twenty years the main causes of inflation were 
ranked as: 

1. Rising overseas prices for exports and imports. 

High private and government capital expenditure. 

War and defence expenditures. 

Inadequacy of voluntary savings. 

Expansion of the money supply through increases in Reserve 

Bank and trading bank advances. 

Wage and salary increases. 

Rapid postwar increase in population. 

8. Increased government expenditure on social services and the 
philosophy and policies commonly associated with the Welfare 

State. 


Se She 


= | 


But the Commission’s criticism of monetary policy, limited to the 
developments since 1950, may be taken to reflect upon the whole period 
in which monetary policy could have been a major regulatory device. 
Prior to 1950 the economy was guided by a comprehensive system of 
controls over prices, production, wages, and external trade which 


5. Report; pp. 70-71. 
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relegated monetary policy to an ancillary role. The one device usej— 
selective credit control—was intended to augment the main system of 
control; there was no quantitative credit restraint. 

The main criticism of monetary policy can be summarized briefly. 
In 1950-52 the reliance on selective credit controls and voluntary ¢o- 
operation of trading banks for limiting the expansion of bank credit 
was a failure. Furthermore, when the trading banks had large excess 
cash reserves, the monetary authorities should have absorbed them by 
raising the minimum reserve which trading banks must hold with the 
Reserve Bank.* In relation to the period 1954-55 the Royal Com- 
mission’s criticism is that monetary policy was tardy and vacillatory 
because the authorities failed to adopt clear objectives. At this time, 
however, reliance was placed upon changes in the reserve ratios as the 
main means of curtailing trading bank credit. 

In short, these strictures amount to saying that in the earlier 
years reserve ratios should have been used to restrict credit expansion 
and, in the later years, when this weapon was being used, it should 
have been employed more firmly. In addition, the Royal Commission 
disapproved of the reliance upon a measure affecting the supply of 
credit while no attempt had been made to curtail demands for credit 
by raising the interest rate charged on advances. 

Although these general criticisms of monetary policy are merited 
they may be equally applicable to other facets of economic policy 
during that time. The plain fact is that, in the period 1950-52, the 
authorities had no co-ordinated economic programme. The tragedy of 
the 1950-52 episode was that, having pursued the goal of abolishing 
many direct controls, the authorities failed to recognise the need for 
adopting new measures to limit fluctuations within the economy. This 
negative viewpoint is apparent in evidence presented to the Royal 
Commission, as well as in its Report.” It is only incidental that the 
direction in which the authorities should have been seeking new regula- 
tory devices was in the monetary sphere. 

The criticism of the use of reserve ratios in 1954-55 is of greater 
importance because it relates to a period when monetary policy was 
accepted as the major weapon for controlling the economy. From the 
beginning of 1954 the objective of policy was the removal of the ex- 
change allocation system which had been imposed in April, 1952, when 
foreign exchange reserves had been reduced to a low level by a severe 
deficit in the balance of payments. But the Royal Commission claims 


6. The Governor of the Reserve Bank has the authority, subject to the approval 
of the Minister of Finance, to alter the minimum statutory deposits which the 
trading banks must keep at the Reserve Bank though they cannot be less than 
7 per cent of demand liabilities and 3 per cent of time liabilities. See, however, 
footnote 14. 


7. Report; pp. 91-93, especially paragraphs 383 and 384. 
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that the failure to use reserve ratios for mopping up the excess trading 
bank cash reserves during 1953 contributed to the expansion of bank 
eredit in 1954-55. The official viewpoint was that 1953 was a year when 
stability appeared to be at hand.® Increased wages and higher payments 
for imports during 1954 proved this view to have been over-optimistic. 

Following the decision to end the exchange allocation scheme, the 
authorities turned to a clearly restrictive monetary policy in June, 
1954. Reserve ratios were raised to such a level as to force the trading 
banks to borrow from the Reserve Bank to meet the minimum reserve 
requirement. At that time, however, the Government launched a £30 
nillion loan and the short-term desire for a successful flotation clashed 
with the aims of a restrictive credit policy. Thus one finds the reserve 
ratios being reduced in September, 1954. On the evidence pre- 
sented to the Royal Commission, this move was intended to assist in 
filling the loan.® In particular, trading banks borrowing to meet their 
reserve requirements were granted interest-free accommodation despite 
the lowering of the reserve ratios. 

Throughout the whole period trading bank advances continued to 
rise. With the imminent removal of the exchange allocation scheme, 
therefore, the need to contain the expansion of money incomes became 
urgent if only for balance of payments reasons. In December 1954 the 
reserve ratios were restored to the level established in June 1954 and 
throughout 1955 this device was used to force trading banks into 
borrowing from the Reserve Bank. But the Royal Commission is critical 
of this period for a number of reasons. First, although the average of 
trading bank borrowings throughout the period from June 1954 to 
December 1955 was about £8 millions, the Bank of New Zealand re- 
ceived interest-free loans amounting to about £3 millions because its 
business in transacting all government accounts compelled it to carry a 
disproportionate share of the note issue. Secondly, as a major part of 
the remaining £5 millions was granted to the same trading bank, the 
Royal Commission claimed that the deterrent effects of borrowing 
from the central bank were not experienced fully by all the trading 
banks. (As a matter of interest, the Bank of New Zealand is the only 
state-owned trading bank in the country.) Thirdly, so long as the 
Reserve Bank’s discount rate was below or only a little above the 
averaged overdraft rate (the marginal cost of lending being low) there 
was no financial penalty upon the trading banks stimulating them to 

8. This opinion is shown clearly in the main Treasury submission to the Royal 
Commission. See Monetary and Fiscal Policy in New Zealand (Reserve Bank of 
New Zealand, Wellington, 1955); a collection of the main submissions prepared 


by - Reserve Bank of New Zealand, The Treasury, and the Associated (Trading) 
anks. 


9. Report; pp. 96-97 and 276-277, 
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curtail their advances.!° However, by October 1955 the discount rate 
had been raised to 7 per cent at which level borrowing for advances 
may cease to be profitable. 

While recognising the general validity of the criticisms, one may 
enter reservations on two points. The first point concerns the applica. 
tion of a general restraint when some trading banks have larger pro- 
portionate cash reserves than others. This feature can be exaggerated 
since those trading banks which have been expanding credit faster 
than other banks will bear the weight of the reserve ratios. And these 
are the trading banks towards which a restrictive credit policy should 
be directed. There is, however, one qualification concerning the work- 
ing balances of foreign exchange held by the trading banks. Some hold 
larger balances compared to their overall transactions than others so 
that those trading banks holding a relatively large proportion of assets 
in working balances are at a disadvantage as these assets are not in- 
cluded in reserves for the purposes of computing minimum reserves. 
But the remedy in this case rests with the individual trading banks. 
In the long-run one should expect the trading banks to adjust their 
credit operations in relation to the cash reserves. On this point the 
Royal Commission lacked a clear conception of the matter and a some- 
what disjointed discussion on discriminating reserve ratios did not 
lead to a recommendation. 

The other point is the vexing question about the severity with 
which reserve ratios should be applied. Certainly the pursuit of a 
vigorous restrictive policy was dilatory but the Reserve Bank thought 
that, with some trading banks being forced to borrow, there would be 
a general restraint of credit expansion in the knowledge that it could 
pursue a more drastic policy if the co-operation was not forthcoming. 
As it turned out the trading banks did not appreciate this viewpoint 
and the major complaint is that a more vigorous policy was not pur- 
sued sooner by the monetary authorities.” 

Although the central banking aspect weighs heavily in the discus- 
sion of recent events, the Royal Commission devotes considerable space 
to the other items listed as causes of instability. The illuminating 
passages on interest rates show the disagreement between the Treasury 
and the Reserve Bank about the efficacy of this method of helping to 
regulate the economy. The clash developed into a polarisation of view- 

10. From August, 1941, the interest rate upon advances was fixed at a minimum 
of 4 per cent and a maximum of 5 per cent. In February, 1956, these restrictions 
were removed but the average rate upon advances cannot now exceed 5 per cent. 
An example showing that even a discount rate slightly above the overdraft rate is 
not necessarily a financial penalty is contained in the Report, pp. 141-2. 

11. However, the trading banks considered the reserve ratio policy “rigorous 
in the extreme”; see A. C. Gray—“New Zealand Royal Commission into Monetary, 


Banking and Credit Systems”, Economic Monograph, No. 189, New South Wales 
Branch of the Economic Society of A. and N.Z., p. 3. 
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points with traditional support from the Treasury for low interest 
rates and the Reserve Bank pressing for higher interest rates; at 
times the Royal Commission’s presentation of these opinions simulates 
a blow by blow description of a prize-fight.12 Mainly because of the 
disagreements on this question and the lack of co-operation between 
the exponents of banking policy and the controllers of capital issues, 
the Royal Commission recommended greater co-ordination of the 
various branches of economic policy. The evidence of the absence of 
any comprehensive economic programme is one striking feature of this 
section of the Report. 
IV 


Having rejected the major proposals for reform and having re- 
flected upon the performance of the banking system, the Royal Com- 
mission decided that while the administration of the system could be 
improved no radical changes in the structures were called for.1* The 
main recommendations are devoted to monetary policy though atten- 
tion is given also to the balance of payments and fiscal policy and to a 
number of miscellaneous items. 

When operating the reserve ratio system the monetary authorities 
are advised to assess the amount of bank credit appropriate to the cir- 
cumstances of the economy and then to fix these ratios at such a level 
as to provide a financial incentive for the trading banks to adhere to 
the programme. In a situation requiring a reduction of bank credit, 
the monetary authorities should raise the reserve ratios to compel the 
trading banks to borrow from the Reserve Bank the whole of any 
excess of credit over this appropriate level. With a discount rate suf- 
ficiently above the marginal return upon advances to be a penalty the 
trading banks could be expected to respond by curtailing credit. The 
reserve ratios could then be reduced so that borrowings would fall 
proportionately with the reduction in credit. The essential feature of 
this scheme is that the reserve ratios vary with changes in the credit 
supply because, at any given level of reserve ratios, borrowings from 
the central bank will not be reduced as fast as the fall in the credit 
supply. A simple example may help to clarify the point. Suppose bank 
eredit amounts to £180 millions which is £20 millions higher than the 
appropriate level; trading banks’ reserves with the central bank are 
£40 millions, and liabilities of the trading banks are £200 millions. 
Then the authorities, by fixing the reserve ratio at 30 per cent of these 
liabilities, set the minimum reserve requirement at £60 millions; this 
amount is £20 millions above the trading banks reserves and this differ- 

12. Report; pp. 144-8. 

13. There is one exception. A recommendation suggesting an investigation of 
a Postal Clearing Service could lead to significant changes in the banking system 


if it was taken up, as the Post Office would be conducting the equivalent of a 
cheque clearing system. 
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ence equals the excess credit supply. The trading banks must borrow 
£20 millions to meet the minimum reserve. Suppose then the trading 
banks reduce credit by £20 millions of which £10 millions is reflected 
in deposits and £10 millions represent a consequential reduction jn 
payments of foreign exchange. The £10 millions in foreign exchange 
can then be sold to the central bank and borrowings to maintain the 
minimum reserve reduced to £10 millions. However, trading bank 
liabilities have also been reduced by £10 millions owing to the repay. 
ment of advances from deposits so that the minimum reserve is 30 per 
cent of £190 millions or £57 millions. Therefore despite a reduction 
of credit by the desired amount of £20 millions the trading banks 
must still borrow £7 millions. The reserve ratio should be reduced to 
about 26 per cent at which point the trading banks’ reserves with the 
central bank will be equal to the minimum reserve requirement of £50 
millions. 

The necessity for varying the reserve ratios holds good unless one 
of two conditions is fulfilled. Either reserve ratios must be set at 100 
per cent or the trading banks’ payments in foreign exchange must 
fall commensurately with the reduction in the supply of credit and 
the exchange so saved sold to the central bank. If the reserve ratios 
are not reduced there is no financial incentive for the trading banks 
to co-operate. 

In New Zealand, where there is no short-term money market, the 
Reserve Bank’s discount rate is of importance only as support to 
the reserve ratio system. The present rate of 7 per cent is significant 
only in relation to the average permissible interest rate of 5 per cent 
on advances; should the advances rate be increased one could expect 
a higher discount rate. But there is one point about its role which the 
Royal Commission has overlooked in its recommendations. If all the 
trading banks are in debt to the central bank in much the same propor- 
tion, a variation in the discount rate may have the same effect upon 
trading bank profits as a change in the reserve ratios and can be used 
as a substitute for the latter. Unless this condition is met, moreover, 
the discount rate which is equivalent to a given reserve ratio need not 
necessarily be the same for each trading bank so that a measure of 
discrimination would need to be introduced. But where only a small 
shift in the reserve ratios is called for it may be preferable to alter the 
discount rate instead. If only some of the banks are borrowing from 
the central bank, an increase of the reserve ratios may lead to the other 
banks being forced to borrow while a rise in the discount rate will only 
affect those banks already in this position. 

Although not really a novelty, the technique recommended by the 
Royal Commission does provide a convenient way of penalizing the 
banks if credit is being widely extended or insufficiently reduced. 
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However, misgivings remain as the assessment of the appropriate level 
of advances has obvious difficulties; they need only be mentioned to be 
recognised—the estimation of seasonal variations and stock changes, 
the effects of fiscal policy and the future course of the balance of pay- 
ments are four factors in a seemingly infinite list which need to be 
taken into consideration. Nevertheless the appropriate level of ad- 
vances must be calculated if this method of control is to be successful 
as it is essential that the trading banks be made aware immediately of 
the profitability of reducing the supply of credit. In practice this 
would necessitate frequent variations in the reserve ratios (or the dis- 
count rate) as fluctuations in receipts and payments of foreign ex- 
change and the flow of money to and from the government accounts at 
the Reserve Bank cause substantial weekly variations in trading 
banks’ cash reserves. Since this technique depends upon the sensitivity 
of bank profits to changes in the reserve ratios and the discount rate 
such fine adjustment of ratios is essential; without it the Royal Com- 
mission’s criticism about monetary policy lacking precise goals would 
be equally applicable. 

The fact that this scheme is now in operation shows that any 
notion about central banks effecting changes only in the long-run 
sphere of monetary policy while the trading banks meet day-to-day 
variations has been abandoned. The Reserve Bank will be responsible 
for guiding all movements within the banking system. One advantage 
of this scheme is that the Reserve Bank must be cognisant of small 
changes in the supply of credit and policy should reflect such in- 
fluences immediately. A criticism of past monetary policy has been 
the failure to pursue a sufficiently ‘‘active’’ policy so that the supply 
of credit has expanded rapidly from time to time. Now the Reserve 
Bank must decide whether to acquiesce or contain any such future 
movement; the decision will be manifest in the working of the reserve 
ratios. 

The Royal Commission plumps for a freeing of interest rates 
though, as a first step, increases in all controlled rates are suggested. 
This recommendation is supported for a number of reasons one of 
which, higher rates on advances, has been mentioned already. Others 
may be listed briefly. Believing current levels of building expenditure 
to be excessive, the Royal Commission believes higher interest rates 
would have a salutary effect on this sector of the economy. The Com- 

14. From the beginning of June, 1956, the method of operating the reserve 
ratio technique has been adapted to the Royal Commission’s proposals. The mini- 
mum reserve requirement computed from deposit liabilities will include notes held 
by the trading banks as well as deposits with the Reserve Bank; in this way the 
special interest-free borrowings of £3 millions by the Bank of New Zealand will 
be eliminated. The important features of the change are the announcement that 


advances are £15 millions in excess of the appropriate level and the raising of 
reserve ratios to a level compelling the trading banks to borrow about that amount. 
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mission also considers that a low interest rate policy tempts a govern. 
ment to resort to financing expenditure from credit and this aggra. 
vates inflation, as well as a misallocation of resources. Furthermore, 
as the Royal Commission devotes some time to ways of stimulating 
private savings because it views the inadequacy of savings as a major 
cause of inflation, higher interest rates on savings accounts are recom. 
mended. However, recent experience would not warrant the conclusion 
that such savings are responsive to changes in interest rates. More. 
over small savings form a low proportion of total savings. If it was in 
earnest about the need to increase savings, the Royal Commission 
should have taken its courage into its hands and made suggestions for 
raising company profits. 

An additional argument for higher interest rates is that domestic 
interest rates should not be appreciably below those overseas since 
otherwise international enterprises would avail themselves of the op. 
portunity to borrow cheaply in New Zealand for financing their over. 
seas operations. The importance of this point can be exaggerated. In 
the first place such extension of credit will have only a short-run 
effect, though admittedly the effect may not be insignificant. The second 
point is of more consequence. The other source of credit for enter- 
prises likely to take advantage of the rate differential is the United 
Kingdom where credit restraint can have a particularly depressing 
influence on the prices of internationally-traded commodities. (This 
is no more than a recognition of the unwelcome fact that restraint 
in the United Kingdom can turn the terms of trade in its favour to 
the detriment of the outer sterling area and, possibly, the sterling 
area as a whole.) One means of curtailing the use of credit is the 
running down of stocks and this process can bring, in the short run, 
particularly low prices if commodities are placed on the market in 
excess of the customary amount. In these circumstances an extension 
of advances by the New Zealand banking system to overseas firms 
participating in the New Zealand export trade may alleviate these 
short-run price effects. One could not hope, however, to offset in this 
way the effects of credit restraint upon domestic incomes in the United 
Kingdom. 

One important argument for higher interest rates secured only a 
cursory recognition from the Royal Commission. It is that, by redue- 
ing capital values, higher interest rates will reduce the liquidity of 
business and, therefore, the ability to maintain expenditure plans. 
But whatever the argument for or against one is left with a strong 
impression that the Royal Commission had preconceived views in 
favour of higher interest rates. 

The discussion of the capital market is not entirely satisfactory. 
While apparently accepting the need for controlling capital issues the 


Royal Commission proposes a number of amendments which would 
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impair the future working of the control. As it is, approvals under 
apital issues control represent a small portion of total gross private 
investment while the value of applications rejected is negligible. A 
review of the control in recent years suggests that its main functions 
have been to prepare the market for government loan programmes 
and to limit rises in interest rates. Surprisingly, a proposal from the 
Reserve Bank for the creation of an Industrial Finance Corporation 
was rejected on grounds which on the most favourable interpretation 
can only be regarded as irrelevant. One point overlooked by the Royal 
Commission is the marked immaturity of the capital market. This 
feature makes for reliance upon self-financing while the dominant 
position of a small group of institutional investors represents a very 
real monopoly element. A specialised industrial finance company 
would make for greater competition and, by aiding small and medium- 
size business, could help remedy the latter deficiency if not the former. 
The main weakness of the Commission’s work on the capital market 
is the failure to assess its future role and to recognise the need to foster 
better organisation ; for example, if the trading banks were permitted 
to buy and sell securities, this alone would give a wider base for 
developing a stable market. Instead the Royal Commission all too 
frequently equates bank credit with advances and neglects the invest- 
ment side of banking business. 

One major recommendation on monetary and banking policy deals 
with the relationship between the central bank and the government. 
The revival of this tame red herring reflects the Royal Commission’s 
uncertainty as to where responsibility for monetary policy has rested 
in the past; its frequent use of the omnibus term ‘monetary authori- 
ties’ is indicative of this difficulty. Accordingly, the Royal Commission 
holds that final responsibility for monetary policy should rest with 
the government and that this should be made clear in legislation. Is 
this really necessary when there can be little doubt either that mone- 
tary policy is evolved by consultation between Government, Treasury, 
and the Reserve Bank or that in the last resort the government carries 
the day? All experience in New Zealand demonstrates the final 
authority of government. At the same time, confronted with the 
familiar problems of employment, price stability, and balance of pay- 
ments equilibrium, a government may well be grateful for any illusions 
the public may have about an independent central bank. 


Vv 


The most disappointing section of the entire report is that dealing 
with the balance of payments aspects of the New Zealand economy. 
Admittedly the Royal Commission recommends joining the Inter- 
national Monetary Fund and the International Bank for Reconstruc- 
tion and Development ; yet this should not be made too much of for the 
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opposing viewpoint represents deep-rooted prejudice rather than 
rational argument. The unsophisticated discussion on achieving equili- 
brium in the balance of payments and damping the transmission of 
external price movements is surprising because of the great stress laid 
upon the role of external influences on domestic economic conditions: 
one recalls the Royal Commission ranking this factor as the prime 
cause of instability during the past twenty years. However, the con. 
tent of this part of the report could not justify devoting the space 
required for its review. 

What do the recommendations amount to? Foremost, reliance 
should be placed upon monetary and fiscal policies for achieving ex. 
ternal stability though, should this objective be unobtainable without 
causing unemployment, consideration should be given to import and 
exchange controls, higher tariffs, or devaluation. There is no recog. 
nition of the possible difficulties of reconciling external stability with 
full employment in New Zealand where so much of manufacturing 
industry depends upon imports for the material component of pro- 
duction; current Australian experience points to the importance of 
this issue. This ‘import supply’ problem cannot necessarily be resolved 
by tariffs or quantitative restrictions while devaluation may be advan- 
tageous through its effects in shifting resources into exports rather 
than for the encouragement it gives to the substitution of home-pro- 
duced for imported components of production. In New Zealand the 
scope for such substitution is small. For a disequilibrium arising from 
a temporary fall in export prices the Royal Commission recommends 
the running down of foreign exchange reserves, but on the treatment 
of a fundamental disequilibrium, it has little to offer other than 
platitudes. 

The one interesting feature is the suggestion that arrangements 
should be made with the United Kingdom Government for extending 
short-term credits to New Zealand during periods of recession; where 
recession probably means a fall in export prices. In the light of ex- 
perience during the balance of payments crisis of 1938-40 when New 
Zealand obtained export credits from the United Kingdom on rather 
onerous terms, it is significant that the Royal Commission recom- 
mends the negotiation of such an agreement before the need arises. 
The chief merit of the proposal is that these credits would give the 
country time to adjust to the changed export situation while, in so far 
as the use of rigorous import restrictions was obviated, the United 
Kingdom’s export industries would not experience the disruption 
of markets which has been so frequent in the past. But the suggestion 
leads into a much wider question about the financial relationship be- 
tween individual members of the sterling area. If the sterling area 
is to be a viable working unit, is there any reason why the United 
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Kingdom should not be willing to hold claims on other sterling coun- 
tries in the same way as these countries now hold claims on the United 
Kingdom? Obviously there are limits to this sort of arrangement since 
the continual extension of credit first by one country and then an- 
other would stimulate a cumulative inflationary process. Furthermore, 
as the central gold and dollar reserves are mainly a frozen asset while 
the United Kingdom pays interest on its liabilities to other sterling 
countries, it may be claimed that the United Kingdom bears a propor- 
tionate share of the cost of maintaining the trade of the sterling area. 
Even granting the validity of this point, in part at least, scope re- 
mains for revising the financial relationships between sterling area 
countries. And in so doing, the Bank of England would have greater 
justification than is evident at present for claiming to be the banker 
of the sterling area. 

By contrast with the section on the balance of payments the treat- 
ment of the role of fiscal policy is oblique but compelling. Although 
the discussion is spread throughout the Report it amounts to a strong 
criticism of existing fiscal policy and a realisation that budgetary de- 
vices are the most important regulatory weapons available. The prin- 
cipal means of dealing with inflation are listed as taxation supple- 
mented by checks on public expenditure; a restrictive monetary policy 
is ranked next in order of importance. This viewpoint is re-iterated 
when it is held that monetary policy is not the most important instru- 
ment of economic policy available to the government.'® Accordingly, 
the report criticises tax reductions during inflation, emphasises the 
use of the budget as a general regulatory device rather than as a 
means of balancing some revenue and expenditure items and supports 
the financing of an increasing proportion of capital expenditure from 
taxation.16 

Altogether these observations suggest a greater awareness of the 
relative importance of fiscal and monetary policies than is evident in 
New Zealand at present where credit restraint is held to be the means 
of achieving both domestic and external stability. For this reason the 
forthright comments upon the merits of various policies and the need 
for co-ordinating their operation are refreshing. They are all the more 
significant in view of the overall cash deficit of about £12 millions 
recorded in the financial year 1955-56; a period when the emphasis 
was on credit restraint. One naturally asks oneself why fiscal policy 
was not given greater prominence in the terms of reference of the 
Royal Commission. While a ready answer is that the major task was 

15. Report; pp. 74-5 and 204. 

_ 16. One should note the composition of the Royal Commission: the Chairman 
is the Judge of the Arbitration Court; the remaining members comprise two 
businessmen, a public accountant, a barrister, and a newspaper editor. This feature 


makes the conclusions all the more gratifying. 
E 
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the refutation of Social Credit, a better explanation may be that fisca] 
policy is one sphere where government responsibility cannot be 
cloaked. However, by stressing the paramount role of fiscal policy, the 
Royal Commission implicitly suggests that this monetary inquiry is 
no more than a preliminary excursion into a much wider field encom- 
passing the methods and objectives of overall economic policy. But 
the possibility of such further investigation is remote. 


VI 


How then can one summarise this Report? If viewed for its 
political impact upon Social Credit, it must be recognised as providing 
suitable material to rebut the exponents of this method of monetary 
reform. Unfortunately, political success cannot be measured by the 
findings of Royal Commissions and it is an open question how far they 
can be transmitted effectively to the electorate. Furthermore, had the 
sole concern of the inquiry been the major proposals for reform its 
results would be of more interest to students of political science than 
of economics. The Report, therefore, should be judged on its review 
of recent monetary and economic policies and its recommendations for 
the future. 

Hindsight confers such an unfair advantage that it is almost im- 
possible to appreciate the background to decisions at the time when 
they were taken. Indeed a real criticism of the Royal Commission’s 
assessment of past events is that it makes each problem look very easy. 
This is particularly true of the period from 1950 to 1952. The question 
is not who holds these opinions now but rather who appreciated the 
requirements of policy when the actual events were taking place. 
A truthful answer would be, not very many; perhaps not even some 
members of the Royal Commission. Mindful of this limitation, I do 
believe that this section is the most useful in the entire Report; the 
additional statistics and the review of monetary policy since 1950 
furnish useful information not previously available. 

Final judgment upon a work of this type, however, should reflect 
its positive contributions to an understanding of economic problems. 
In one or two instances, such as the discussion of fiscal policy, the Royal 
Commission discloses considerable perspicacity. But the analysis of 
the balance of payments and the capital market shows a sad lack of 
comprehension while the critique of interest rates suggests preconcep- 
tions rather than understanding. The overall impression is that where 
the Royal Commission has examined the past it has frequently brought 
forth an informative study but, faced with problems of the moment, 
its analysis becomes commonplace. 

W. P. Hogan. 


Australian National University, 
Canberra, A.C.T. 
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SOCIAL AND ECONOMIC REVOLUTION FOR THE 
DEVELOPMENT OF BACKWARD COUNTRIES! 


I 


To refer to the need for the development of backward countries 
is to imply comparisons with advanced peoples. These comparisons are 
most often summarized in terms of the great disparities in income 
per head that exist. Though the accuracy of such comparisons has 
been questioned it is certain that they do not give an exaggerated 
impression of the low productivity existing in backward countries. 
What differences in income mean for welfare is another matter. Com- 
parisons of welfare involve not only income differences and the values 
attached to the different ways in which wants are satisfied in the 
market but also elements of welfare not evaluated in the market. 
Such considerations become especially important if rapid economic 
development brings about great changes in the social and cultural 
environment. This, however, is to raise fundamental philosophical 
questions the economist is hardly competent to solve. All that he can 
do is to indicate his awareness of their importance and to express 
his faith that increases in productivity can be harnessed to improve 
welfare and social change guided. 

Whatever doubts we may have about the accuracy of income 
comparisons or their relation to welfare the backward countries have 
no doubt about their needs. The masses are no longer content with 
their poverty. Their leaders, impressed with the relation between 
economic strength on the one hand and political power and social 
welfare on the other, are determined to win economic progress for 
their peoples. The Western countries also, now acutely aware of the 
deep poverty of the greater part of mankind, fearful of the conse- 
quences of the cold war, and believing that the social philosophy that 
has greatest success in raising living standards will be the most suc- 
cessful politically, but moved also by humanitarian motives, are 
making their own contributions to the economic development of back- 
ward countries through a host of official and non-official agencies. 

The backward countries are now engaged in an attempt to achieve 
quickly and by direction what Western countries achieved in two hun- 
dred years and more through the initiative of countless individuals 
under free enterprise. Success in this attempt will depend upon 

1. Inaugural Public Lecture, University of New England, 15th June, 1956. For 


publication in The Economic Record the original introductory and concluding sec- 
tions have been excluded and the earlier sections summarized. 
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drastic changes in the domestic balance of power, upon an internal 
revolution affecting every detail of the political and social structure, 
and upon a change in population trends. When the economic develop. 
ment of backward countries depends upon internal changes of this 
nature and magnitude, it is doubtful if the West can play more than 
a minor role in bringing economic progress about. 


II 


Since advanced countries have a history of development from 
primitive economies, it is possible that models for development pro- 
grammes in backward countries might be derived from a study of 
their history. How far this is possible will depend upon the extent 
of historians’ interest in the actual processes and mechanisms of 
growth, their theoretical equipment, the differences in social climate 
between the two types of countries at similar stages of economic 
development, and the planned speed of development. 

Economic History, which might be expected to be the historical 
discipline interested in economic growth, is a relatively new discipline 
born in the later decades of the 19th Century. Early economic his. 
torians were under the domination of political and legal historians, 
or interested in the shape of policy and institutions, and not directly 
concerned with processes of growth. The German historical economists 
attempted to develop theories of stages in economic development, but 
the classification of stages in development necessitates a rough handling 
of the data and they were unsuccessful in their quest. It is possible 
that economic historians were not, in fact, equipped for the study of 
growth. The writing of history imposes a selection and arrangement 
of facts that implies a theoretical framework, however primitive. This 
is especially true of economic history. ‘‘The Economic Historian, like 
the fisherman,’’ Ashton has written, ‘‘needs a net, to help separate 
those fish that may be marketable from those that may as well be left 
in the sea. But it must be a net made by skilled hands and not just 
a reticulation of old ideas.’’ He adds that ‘‘the men who make the 
special nets for the craft are the economists’’.2 Economists have 
indeed provided nets, but the great bulk of modern economics has 
until recently been concerned with problems of static equilibria that 
might aid the economic historian in studying particular periods but 
helped little in explaining growth or change. Recent theorizing in 
economics on growth and development has attracted the interest of 
the economic historian in the problem, though doubtless his new 
interest is also partly a direct result of the cireumstances which have 


2. T. S. Ashton, “The Relation of Economic History to Economic Theory”, 
Economica, May, 1946 
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influenced economics. Men like Schumpeter,* Rostow* and Habakkuk® 
have recently used or suggested theoretical frameorks for the historical 
study of development. 

It is no doubt true that the economic historians are now better 
equipped for the study of growth by virtue of the new interest of 
economists. But the economic historian, unless he has specialized in 
policies, institutions, or in particular periods, has had to write about 
growth, whatever he may have called it, by virtue of the fact he has 
written about economic change. 

I suspect the economic historian has until recently been of more 
assistance to the economist than the latter has been to him, and no 
analytical framework provided by the economist for the study of 
growth can be finally accepted until it has been tested in historical 
work. Economic historians in their studies of the beginnings of 
capitalism and of industrialization have been exploring the origins 
of growth. They have shown, too, how differences in social climate and 
institutional framework determine the factors and mechanisms that 
are operative and how these are subject to change.® 

The knowledge so accumulated may often be important to develop- 
ment programmes in backward countries, but the relevance must be 
limited. There is as yet no accepted approach to the historical study 
of growth.”? Interpretation of past events may differ and when they 
do, as, for example, on the effects of industrialization on living stan- 
dards in England, there may be added uncertainty about means.’ 
Schumpeter and Rostow explicitly and Habakkuk implicitly stress 
that economic growth cannot be satisfactorily explained in economic 
terms alone, since it is conditioned by social and political institutions 
as much as by economic factors. A theory of historical development 
which assumes, for example, the existence of a capitalist class to spark 
the process of growth, the power of material incentives, and favourable 
economic and political institutions will have limited applicability to 
countries of Africa and Asia today.® It is one problem to understand 

3. J. A. Schumpeter, “The Creative Response in Economic History”, Journal 
of Economic History, November, 1947, “Theoretical Problems of Economic 
Growth”, Journal of Economic History, Supplement, 1947; “Economic Change and 
Entrepreneurial History”, in Change and the Entrepreneur: all reprinted in Essays 
of J. A. Schumpeter, Ed. by R. V. Clemence. See also A. C. Cole, “An Approach 
to the Study of Entrepreneurship”, Journal of Economic History, 1946. 

4. W. W. Rostow, The Process of Economic Growth. 

5. H. J. Habakkuk, “The Historical Experience of the Basic Conditions of 
Economic Progress”, Economic Progress. 

6. See, for example, the brief historical articles by Gerschenkron, Lamb, 
Handlin and Easterbrook in The Progress of Underdeveloped Areas, edited by 
B. F. Hoselitz. 

7. See, for example, R. E. Baldwin, “Theoretical Aspects of Development”, 
Journal of Economic History, Vol. XIV, No. 4, 1954. 


8. F. Hayek (Editor), Capitalism and the Historians. 
9. Baldwin, op. cit., pp. 334-335. 
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the past growth of a Western economy; it is another to bring about 
growth in a backward economy that has not acquired a similar social 
climate and institutions. ‘‘No past experience however rich and no 
historical research however thorough can save the living generation 
the creative task of finding their own answers and shaping their own 
future.’’!° 


III 


With the classical economists, Smith and Malthus, economic 
development held the centre of the stage. In modern economics 
‘‘erowth has occupied an odd place: always seen around, but seldom 
invited in.’’!! Its interests have been mainly confined within short 
period assumptions and to problems of static equilibria.!2 The great 
modern economists like Marshall, perhaps the greatest economist since 
Ricardo, were interested in growth and had fruitful things to say 
about it, but, if we are to judge men by their influence, their main 
interests were in the field of statics.1* Occasionally among economists 
there were writers like Schumpeter and Hobson who made illuminat- 
ing comments on development.!4 From the time of Jevons, economists 
also occasionally left the static framework to investigate the business 
cycle, viewing it, however, as a reluctance of the economic system to 
return to equilibrium rather than as a characteristic of growth. When 
economists did enter the field ot development, their thought found 
expression often in what were of the nature of political tracts. By and 
large their concern was with positive and normative aspects of the 
allocation of scarce resources between alternative ends rather than 
with the means by which scarce resources increased over time.!® 


10. Gerschenkron, op. cit., p. 4. 

11. E. D. Domar, “Economic Growth: An Econometric Approach”, American 
Economic Review, Supplement, May, 1952, p. 479. 

12. Under the influence of the Ricardian theory of value and distribution and 
the introduction of marginal concepts in the closing decades of the 19th century. 

13. Of Marshall’s Principles of Economics (1890) it has been said that it 
contains “scarcely any trace of that dynamic theory which occupied at least half of 
the attention of the old classical school” (R. F. Harrod, Towards a Dynamic 
Economics, p. 15). This is too sweeping. The Principles contained two chapters 
and an appendix on economic progress while of Book IV it has been said that 
“it constitutes perhaps the most exhaustive and rigorous statement of the factors 
governing change in the rate of growth and productivity of the factors of produc- 
tion that exists in the literature of economics” (Rostow, op. cit., p. 5). The earlier 
chapters of his Industry and Trade are also relevant to problems in development. 
Perhaps his contemplated, but never written, Progress: its Economic Conditions, 
would have given a new direction to economics but see B. Glassburner, “Alfred 
Marshall on Economic History and Historical Development”, Quarterly Journal 
of Economics, November, 1955. . 

14. And, of course, outside the “profession” there was Marx and his disciples 
who exercised such a profound influence over political thought and, later, in the 
work of some economists. 3 

15. Curiously enough, most economists were, in the tradition of Adam Smith, 
concerned with the advantages of division of labour which is fundamental to any 
theory of growth, but for the most part it did not lead them to depart from the 
static approach. 
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Economists could not, after the first world war, ignore the leclin- 
ing leadership of Britain or changes in relative national strength, but 
it was the depression that finally destroyed any remaining com- 
placency about progress and shifted the centre of interest from statics. 
The most significant literary influence was the publication of Keynes’ 
General Theory (1936) that exercised such revolutionary effects on 
thought and policy. Though Keynes did not free himself from the 
static framework, his emphasis on the possibility of equilibrium at 
low levels of employment revived interest in the classical theory of the 
stationary state, encouraged the study of the relationship between high 
employment and growth, and gave a new direction to government 
policy. These interests received added strength from the post-war 
emphasis on the development of backward countries. Now the dynamic 
influence is so strong that, as it has been said, it has almost become 
an insult to call a theory static and and even the most academic of 
economists is resolved to be dynamic at almost any price.!® The 
dynamic influence has even invaded value theory, the most static of 
economic statics, but it is most at home in business cycles, income 
analysis, models of moving equilibrium!’ and, marginal to economics, 
in population theory. 

In the main the dynamic influence has been of a special type. It 
has shown itself in manifold experiments in mathematical models, in 
which economic variables at different points of time are functionally 
related. The mathematics involved, ordinary enough to a competent 
mathematician, has often made the models appear as a jungle growth 
to ill-equipped economists, perhaps to many of those better equipped 
also. It can perhaps be claimed that experience is not yet sufficient 
to indicate all the limitations of the models nor their real areas of 
usefulness.1§ The number of possible models is literally infinite ;!® the 
economist must have a strong feeling for reality if he is to select 
models useful in explaining economic processes. Of some of the models 
of moving equilibrium it has been said that they possess the attraction 
of being gloomy, economics having a strong masochistic urge to 
preserve its reputation as the dismal science.2° To examine actual 


16. K. E. Boulding, “In Defense of Statics,” Quarterly Journal of Economics, 
November, 1955, p. 485. 

17. P. A. Samuelson, “Dynamic Process Analysis”, Survey of Contemporary 
Economics, Vol. I, edited by H. S. Ellis. 

18. “A comparison of these (growth) models at their present stage of develop- 
ment with the mature and impressive creations of our static theory calls to my 
mind descriptions of early mammals—frightened little creatures, entirely insig- 
nificant, who must have wandered around the legs of dinosaurs without even being 
noticed by them. But recent trends show that this happy state of insignificance is 
coming to an end and, furthermore, that some of these creatures are about to 
expand into full-sized elephants.” (Domar, op. cit., p. 

19. Samuelson, of. cit., p. 375. 
20. Boulding, op. cit., p. 492. 
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processes in the real world the models become econometrical, in which 
theory, mathematics, and statistics, are combined. Econometric models 
are used in the difficult art of prediction, the degree of difficulty being 
measured by the failure of the predictions to be accurate. Failure jg 
not surprising since the variables selected must be those that are 
measurable, parameters assumed have developed a habit of altering, 
and social influences are subject to short period change. It has been 
said that it appears as if ‘‘history is an elaborate joke with the pre. 
dictors as butt.’’! By their very nature these models can deal with 
limited aspects of change only. No doubt such models have cast some 
light on economic processes and the influences which have created them 
have led economists to look in a new way at most of the problems 
with which they are concerned. A mathematically illiterate economist 
may, however, be forgiven for lamenting that so few treatises dealing 
with economic change in general have appeared (but a recent notable 
contribution is A. Lewis, The Theory of Economic Growth). In a 
broad field of economic change there is an increasing—and, I think, 
profitable—tendency to return to the classical writers, particularly 
Adam Smith and Malthus, for inspiration.2? 

Whatever the value of these models in a Western environment 
there is no disputing their limited usefulness in the environment of a 
backward country. Indeed, there is a growing conviction there that 
the essential conditions and postulates of Western economic theory, 
both static and dynamic, born in industrial Europe and America, are 
inapplicable in backward countries.28 The problem there is not to 
provide models of change but to bring growth about. Social climate 
and institutions cannot be taken for granted; a change in them is a 
necessary condition of economic change itself; experience gained in 
Western capitalism may be of limited usefulness in pre-capitalistic 
societies. Moreover, where the problem is to achieve development on 
a broad front in a hitherto stagnant economy, the normal procedure 
in Western countries of examining problems piecemeal is of limited 
usefulness. By contrast with the reception of much of modern 
economies, classical economics in an earlier day had an appeal to the 
awakening intelligentsia of the East.24 Recently an economic historian 

21. Ibid, p. 489. 

22. J. R. Williams has said that he is increasingly inclined to return to Adam 
Smith in the discussion of some modern problems, particularly those of inter- 
national economic growth (“An Economist’s Confessions”, American Economic 
Review, March, 1952, reprinted in his collected essays, Economic Stability in a 
Changing W orld, p. 5). Habakkuk in his historical study of economic progress in 
Europe has based his analysis upon the belief that Adam Smith’s explanation of 
the mechanism of economic advance is still the most reasonable. (Op. cit.) 

23. E. S. Kirby, “The Reception of Western Economics in the Orient”, 
Quarterly Journal of Economics, August, 1952. See also M. Fukuoka, “Full employ- 
ment and Constant Coefficients of Production”, Quarterly Journal of Economics, 


February, 1955. 
24. Kirby, op. cit.. 
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has said that ‘‘looked at from the present day, the Wealth of Nations, 
in one of its aspects is a dynamic analysis and programme of policy 
for an underdeveloped country.’’*5 There is, indeed, beginning with 
Adam Smith, a broad, though broken, tradition that, while not pro- 
viding a programme of development for backward countries, may pro- 
vide a theoretical framework that may help us to put together more 
easily the various pieces of the puzzle and give us a sense of direction. 
Smith regarded production as the struggle of man against nature 
and progress a measure of his success in this struggle. Economic pro- 
gress depended upon increased division of labour, brought about by 
an extension of the market and the accumulation of capital. Malthus 
(Principes of Political Economy, Book 2) was concerned to explain 
why the ‘‘powers of production’’ could not result in the growth of 
wealth unless they were united with the ‘‘means of distribution”’ 
through an extension of trade, an adaptation of goods to wants that 
coaxed man out of his indolence, a distribution of income that avoided 
a concentration of wealth, the rise of a middle class, and the growth 
of services. Young, in a famous article in 1928,2° returned to Adam 
Smith when he wrote that his theorem that the division of labour 
depended upon the extent of the market was one of the most illuminat- 
ing and fruitful generalizations in the whole literature of economics, 
though Young’s concept is broader in scope and is extended to include 
roundabout methods of production and division of labour between 
industries. The extension of the market allows economies of scale to 
be won not only by large-scale production but through industrial dif- 
ferentiation as well.27 Young’s special contribution, however, is his 
emphasis on the interdependence and cumulative nature of growth. 
He is repeating the stress by Malthus upon the need for balanced pro- 
portions in growth, though because of differences in elasticities of 
demand and supply, growth cannot be equi-proportional. He hints, as 
Malthus also did, that if growth is not to be hindered it must be 
qualitative as well as quantitative. New products must appear, new 
firms must assume new tasks, new industries must come into being. 
Growth is retarded by the slow adaptation of men to change, by the 
need for a new geographical distribution of population, and by the 

25. Rostow, op. cit., p. 4. 

26. Allyn Y. Young, “Increasing Returns and Economic Progress”, Economic 
Journal, December, 1928. See also Rosenstein-Rodan, “Problems of Industrialisa- 
tion of Eastern and South-Eastern Europe”, Economic Journal, June-September, 
1943, G. J. Stigler, “The Division of Labour is Limited by the Size of the Market”, 
Journal of Political Economy, June, 1951, J. E. Meade, “External Economies and 
Diseconomies in a Competitive Situation”, Economic Journal, 1952, R. Nurkse, 
Problems of Capital Formation in Underdeveloped Countries, T. Scitovsky, “Two 

cepts in External Economics”, Journal of Political Economy, April, 1954, 


H. W. Arndt, “External Economics in Economic Growth”, Economic Record, 
November, 1955. 
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slow formation of capital. In post-war literature Young’s approach has 
been extended to the development of backward countries, but it plays 
a somewhat different role. Young is concerned to show how growth 
takes place; now the approach is used to explain the absence of 
growth. Probably the most interesting use of the approach in its new 
role has been by Nurkse.*® There is, he argues, in a poor country a 
circular constellation of forces tending to act and react upon one 
another in such a way as to keep a poor country in a state of poverty, 
Capital formation and investment is low, not because there is no 
need—the need is obvious—but because the inducement to invest is 
low. It is low because poverty limits the size of the market. The siz 
of the market is small because there is no investment and capital 
formation and the changes that go with it. To put it tritely ‘‘a country 
is poor because it is poor.’’ The social desirability of investment is 
high but private investment depends upon profit expectations. These 
are low because new investment is not supported by others and by 
the consequent expansion of the market characteristic of the West 
in the past. Hence there are ‘‘strong arguments for believing that the 
rate of development may be speeded up if the market as the governing 
mechanism of economic progress is eliminated and if investments 
are effected according to a co-ordinated plan.’’2® 


IV 


A great accumulation of capital in various physical forms has 
been associated with growth in the West. It can be assumed that a 
similar accumulation of capital will be characteristic of development 
in backward countries. If we are thinking of a capital accumulation 
necessary to bring backward countries to a level comparable with 
advanced countries quite astronomical figures result. If the Indian sub- 
continent, for example, were to have its capital equipment raised toa 
level comparable with Australia, a capital accumulation of £600,000 m. 
might be involved ; even one per cent of this would represent an amount 
50 per cent greater than the total national income of Australia at 
the present time. Such figures are not only astronomical; they are 
also rather meaningless and throw no light on the mechanism and meat- 
ing of capital accumulation. Their only virtue is to highlight the 
magnitude of the problem. In their report on Measures for the 
Economic Development of Underdeveloped Countries United Nations 
experts assuming an annual transfer out of agriculture each year of 
1 per cent of the total working population into other employment, 
a capital expenditure of $2,500 for each person so absorbed, and 
expenditure in raising agricultural productivity, reached a figure of 


28. Op. cit., Chapter I. 
29. C. Furtado, “Capital Formation and Economic Development”, Internationa 
Economic Papers, No. 4, p. 139. 
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$19 billion as the annual capital needs of backward countries. They 
went on to assume that this would originate an annual increment of 
2 per cent in national income. This is hardly more meaningful than 
the previous calculation. Capital equipment does not itself originate 
income. It only does so with labour skilled in its use. It was calculated 
by the experts that only $5 billion of the amount suggested could be 
covered by domestic sources; it was necessary to provide the remain- 
ing $14 billion from foreign sources. They believed that the foreign 
share could be met by the annual transfer of between 2 and 3 per 
cent of the national incomes of a group of wealthy countries, namely, 
Western Europe, Australasia, Canada and the United States. It is 
true that in the latter half of the nineteenth century private investors 
from Britain were investing annually large sums overseas and that 
by 1913 this amounted annually to 7 per cent of the British national 
income. But this was an episode that cannot be repeated. The flow was 
to areas of recent settlement with vast resources; it was accompanied 
by a migration of 60 m. people already equipped with advanced 
industrial skills and carrying with them a cultural environment favour- 
able to enterprise; the greater portion of it was invested in public 
utility and government securities particularly for the construction 
of railways.*° It is improbable that private capital will be forthcoming 
in similar proportions to meet the very different needs of the 
twentieth century. The investment of private capital in backward 
countries could, indeed, have considerable advantages. It has been 
described as a ‘‘package-deal’’ contributing foreign exchange, know- 
how, risk-bearing and entrepreneurship, all scarce elements in back- 
ward countries.*! Though some backward countries appreciate it is 
to their advantage to encourage private investment by taking steps 
to improve the security of such investments, the political and social 
circumstances are discouraging. Private investors prefer to invest 
their funds in advanced countries where the security is better and 
the returns likely to be higher. What private foreign investment there 
is in backward countries continues to follow the traditional pattern 
of investment in extractive industries for export. While private invest- 
ments of this type do make a contribution to development it is not 
great: they do little to penetrate the economy with new skills; they 
seldom stimulate cumulative rounds of investments; they seldom raise 
local incomes significantly. The backward countries suspect that the 
gains from such investments have gone mainly’ to the West.32 The 

_ 30. R. Nurkse, “The Problems of International Investment in the Light of 
Nineteenth Century Experience”, Economic Journal, December, 1954. 

_ 31. J. M. Hunter, “Long Term Foreign Investment and Underdeveloped Coun- 
tries”, Journal of Political Economy, February, 1953. 


. 32 H. W. Singer, “The Distribution of Gains between Investing and Borrow- 
ing Countries”, American Economic Review, Supplement, May, 1950. 
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preference for investment in extractive industries for export is clear 
from Nurkse’s analysis. Profitable markets exist overseas but the 
internal market in terms of real incomes is small and cannot be 
greatly expanded without a co-ordinated programme of investment. 
If private investors are unable and unwilling to provide more than 
a small fraction of the funds required, it is possible that foreign 
governments and international institutions might provide them. In 
1950, for example, the United States provided $44 billion in grants 
and loans to foreign governments. That was a substantial amount but 
it was less than one-third of the amount suggested by the United 
Nations experts. It is unlikely that other Western countries would 
be both able and willing to provide the additional amount. The bulk 
of the funds would thus have to come from the United States. Loans 
or grants of the size suggested on an annual basis for a lengthy period 
of time appear to be most improbable. Furthermore of the amounts 
provided in loans and grants in the year taken, 80 per cent went to 
Europe to help in the reconstruction of a society already industrialized 
and equipped with advanced skills. The transfer of such amounts to 
backward countries before the social and cultural environment was 
prepared might involve a colossal waste of resources. Even so, the 
amount suggested by the United Nations experts represents an 
amount that is only a fraction of the annual net investment per head 
in advanced countries. This analysis is not intended to imply either 
that foreign capital cannot play a part in the development programmes 
of backward countries or that we are rendering the maximum amount 
of help within our power but rather to suggest that foreign financial 
aid can play only a subsidiary part and that the greater part must be 
played by the backward countries themselves. If this is so, then three 
problems arise concerned with the sources of capital within backward 
countries, the economies that can be achieved in capital use, and the 
mechanism by which the processes of growth can be started. 

The low level of workers’ incomes in backward countries provide 
little excess for savings above the barest minimum of subsistence while 
the demonstration effects of higher standards of living and the untouch- 
ability of goods beyond their means encourages a revolutionary feeling 
of frustration rather than any desire to save. The small middle-class 
that exists in most backward countries tends to ape the spending 
habits of their social betters. There is in most backward countries a 
small class of very wealthy people but their habits are usually charac- 
terized by high spending, conspicuous consumption, investment in 
land, real estate or in non-productive capital formation, combined with 
disdain for frugal habits of enterprise. Something may be and is being 
achieved in some countries to mobilize savings that can be made 
available from these sources by propaganda, the establishment of 
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suitable savings institutions, heavy taxation, and sumptuary or other 
laws restricting spending. The largest class in any backward country 
is the peasantry, and there may be the temptation to obtain by duress, 
taxation or other means as heavy a proportion of their output as 
possible to feed the growing class of workers in the towns and to assist 
in capital formation, but Soviet experience has suggested what the 
dangers may be in unsympathetic attitudes towards the peasantry. 
There also exists the possibility of utilizing surplus population in 
eapital formation. As much as 70 per cent of the population may be 
engaged in agriculture but land and capital are insufficient to provide 
continuous and full employment. The volume of under-employment 
may be as much as 30 per cent of the total working force when fully 
employed. This surplus labour may be used for capital formation in 
two ways. It may be used in local community projects such as the 
improvement of roads, local building, water conservation, and the like, 
though experience has suggested that for success to be achieved the 
benefits obtained must be limited to the community participating and 
not be unequally shared. The second possibility is that the surplus 
labour can be used in a programme of industrialization; indeed, any 
programme of industralization is likely to depend upon the existence 
or creation of surplus labour. Two difficulties exist in the use of surplus 
labour. In the first place labour has to be provided with capital 
resources. In community projects this may be kept within small limits 
by the use of primitive equipment already existing or by its local 
fabrication. Even so some expenditure by the central or local govern- 
ment is likely to be incurred in planning and supervision. The surplus 
labour used in a programme of industrialization must also be pro- 
vided with buildings and equipment while costs of housing and 
urbanization may also be incurred. In the second place, the with- 
drawal of labour especially for industrialization may result in a 
decline in food production unless the labour force remaining at work 
is reorganized, the tempo of work increased, or their techniques 
improved. An increase in the productivity of agriculture is funda- 
mental in any programme of development, though this was not suf- 
ficiently realized in the earlier programmes for development. Faced 
with small capital and taxable resources and impatient with a slow 
rate of progress, the governments of backward countries may be 
tempted to create ‘‘forced’’ savings by the creation of new money. 
This might give quick results in expanding production if idle capital 
capacity exists, but this is rarely the case in backward countries. 
Capital equipment has to be created or otherwise obtained before a 
flow of goods to the market is achieved. In the meantime inflationary 
effects are likely to be seen in price rises, an increase in imports, and 
a depletion of reserves of foreign currency, unless the policy is also 
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associated with price and import control, rationing and additional 
taxation. 

The scarcity of capital indicates the need for economy in its use. 
Capital costs can be reduced by avoiding as far as possible urbaniza- 
tion with its heavy expenditure on housing and overhead services. 
Development in advanced countries was associated with urbanization 
representing a high proportion of costs, both monetary and real, of 
industrialization, but the costs were incurred over a long period of 
time and financed by the progress of development itself. In backward 
countries with as much as 70 per cent of the population engaged in 
agriculture and widely distributed over the countryside, industrializa- 
tion with urbanization would require an expenditure local capital 
resources could not support. In addition for family and cultural 
reasons population is highly immobile. This points to a policy of 
establishing industries as far as possible in rural areas that use 
labour-using rather than capital-using techniques. One of the difficul- 
ties in industrialization in backward countries is that existing tech- 
niques have been mainly formed in the West as the result of a long 
series of innovations reflecting both a high level of skill and a great 
consumption of capital. In backward countries inferior rather than 
advanced techniques are often the more suitable; borrowing of tech- 
niques from another backward economy is frequently more profitable 
than attempting to use Western methods; engineering research, un- 
hampered by Western traditions, needs to be directed to the develop- 
ment of techniques suitable for the very different circumstances of 
primitive societies. The principle that economies in the use of capital 
are necessary is similar to but narrower in scope than the principle 
that the allocation of capital between investments should be on the 
basis of their marginal productivity. Like so many propositions in 
economics, the principle is easier to state than to use as the basis of 
policy. If we were concerned with additions to the world’s wealth 
and not with reductions in inequalities between nations investment 
in the already wealthy countries would be the policy usually indicated. 
Similarly when foreign capital seeks investment in export industries 
and shuns investments for the internal market it is because marginal 
productivity or profits is higher in the former. A different result 
follows when the criterion becomes social rather than private mar- 
ginal productivity. Firstly, as Nurkse pointed out, the social profit- 
ability of an investment often exceeds its private profitability since 
it may assist in the formation of an environment more suitable in 
general, implying that in the early stages of development investment 
cannot be left to be guided by private profits alone. Secondly, invest- 
ment returns, both private and social, depend upon the existence of 
a physical capital framework, notably transport, communication, 








195¢ 


pow 
may 
men 
erit 
sug; 
cap! 
mos 
prin 
atte 
bet 
may} 
niq 
an j 
is e: 
Dev 


ina 
pro 
pro 
the 
loan 


beli 
tria 
cap 
sun 
add 
lay 
env 
req 
eco: 
pot 


cap 
pro 
ace 
assi 
gre 
bei 
out 
gen 
ear 








1956 THE DEVELOPMENT OF BACKWARD COUNTRIES 331 


power production, and the like. The direct return on these investments 
may be less than the annual charges yet their contribution to develop- 
ment is very great. Private marginal productivity is not a suitable 
eriterion. The fact that such investments are highly capital intensive 
suggests also that economy in capital use does not always mean small 
capital use. Thirdly, investment in human beings is likely to be the 
most socially profitable of all investments though the criterion of 
private marginal productivity hardly applies at all. This focuses 
attention upon one of the many dilemmas in development, the conflict 
between heavy short-period costs and large but delayed returns. It 
may sometimes be resolved not by the use of the usual Western tech- 
niques but by techniques devised, for example, for mass education in 
an illiterate society. Unless the concept of social marginal productivity 
is extended, there is one major exception to it as a matter of necessity. 
Development will involve the import of capital equipment from the 
West. Increases in incomes generated by expansion will also result 
in an increased demand for imported consumption goods. Development 
programmes are therefore likely to involve both investment in export 
producing or import replacing industries and a close supervision of 
the earnings of foreign currency. It‘is especially here that foreign 
loans or grants have an important part to play. 

Habakkuk in the brilliant essay referred to earlier expresses his 
belief that though Western Europe at the commencement of indus- 
trialization had small savings only, development was not hindered by 
capital scarcity, nor did capital accumulation involve a fall in con- 
sumption. Development itself provided the capital needed and the 
additional consumption goods demanded as incomes rose. The initiative 
lay in the hands of entrepreneurs formed and conditioned by a social 
environment favourable to enterprise. The means of production 
required for the smallest unit of investments technically and 
economically feasible were small in relation to the savings of the 
potential entrepreneurs. A high rate of profit ploughed back into 
business financed the adoption of innovations as they occurred. As the 
capital requirements of later innovations increased so also did retained 
profits and community savings. Cairncross also doubts whether capital 
accumulation plays the direct part in Western development usually 
assumed.®? Technical innovation, the main influence dominating pro- 
gress today, does not make large net demands on capital progress 
being put into effect in the course of capital replacement and financed 
out of accumulated depreciation funds. Habakkuk excludes from his 
generalization Western countries of recent settlement unable in the 
early stages of development to provide equipment by their own efforts 


33. A. K. Cairncross, “The Place of Capital in Economic Progress”, Economic 
Progress, op. cit. 
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and facing also the problem of constructing the physical capital frame- 
work of an advanced society. Eastern European countries where 
development was later and financed by governments and banks must 
also probably be excluded. Similarly backward countries without 
funds to finance capital equipment or entrepreneurs to manage it must 
be excluded. For the same reasons the generalization of Cairncross 
concerning self-financing innovations does not apply. But the analysis 
points to the mechanism it is necessary to create if development is to 
be accelerated. Lewis sees as the central problem in development the 
process by which a low rate of saving is converted into a high rate 
and directed into productive capital formation.*4 The answer lies in 
the use of the capitalist surplus acquired from rents and profits. Rents 
are owned by a small wealthy class living luxuriously, opposed to the 
interests of the middle class, and fearful of the social consequences 
of change. Profits by their very origin are more likely to be used pro- 
ductively in capital formation and in financing innovation. The 
problem of increasing the rate of capital formation then, suggests 
Lewis, becomes the problem of increasing the size of the capitalistic 
sector in the economy. An increase in the size of this sector depends 
upon an improvement in the quality and quantity of the entre- 
preneurial factor, but favourable changes in the social environment 
and the extension of the market necessary to bring this about can be 
achieved slowly only. In the meantime entrepreneurship will remain 
scarce and defective in quality. It is a strange comment upon Ameri- 
ean aid to backward countries born in an atmosphere of free enter- 
prise that these difficulties have sometimes turned American economic 
officials overseas into social revolutionaries.25 The accumulation of 
a capitalist surplus may then become the responsibility of the state 
under a system of state capitalism.** It is here that we are likely to be 
disappointed if our aid to backward countries is based on the belief 
that it will lead to the growth of an economic system similar to our 
own. Rather our hope should be that state capitalism as well as 
increasing standards of living will favour and protect those human 
freedoms we believe to be valuable. In any case state capitalism or at 
the very least a greater measure of state activity than we are accus- 
tomed to is likely to be necessary before there is an environment 
favourable to the rapid growth of a private enterprise sector. Provided 
state capitalism or private capitalism both protect the freedoms we 
believe to be valuable then they become, from our point of view, no 


34. W. A. Lewis, “Economic Development with Unlimited Supplies of Labour”, 
ot ana School, May, 1954. Also Lewis, The Theory of Economic Growth, 
apter 5. 
35. W. W. Rostow, “A Historian’s Perspective on Modern Economic Theory”, 
American Economic Review, Supplement, May, 1952, p. 18. 
36. Lewis, Theory of Growth, DD. 230. 
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more than a means and the fact that free enterprise has given us our 
own high standards of living should not blind us to the fact that it 
may not be capable of achieving the same standards elsewhere. But, 
unfortunately, we cannot assume that all governments have the will- 
ingness or ability to take the necessary steps or give an effective lead. 
Baran, after an examination of the social environment and the dis- 
tribution of political powers characteristic of many backward 
countries, wrote: ‘‘The crucial fact rendering the realization of a 
developmental programme illusory is the political and social structure 
of the governments in power. The alliance of property-owning classes 
controlling the destinies of most underdeveloped countries, cannot be 
expected to design and to execute a set of measures running counter 
to each and all of their immediate vested interests. If, to appease the 
restive public, blueprints of progressive measures such as agrarian 
reform, equitable tax legislation, etc., are officially announced, their 
enforcement is wilfully sabotaged. The government, representing a 
political compromise between landed and business interests, cannot 
suppress the wasteful management of landed estates and the con- 
spicuous consumption on the part of the aristocracy, cannot suppress 
monopolistic abuses, profiteering, capital flights, and extravagant 
living on the part of the businessmen. It cannot curtail or abandon 
its lavish appropriations for a military and police establishment, pro- 
viding attractive careers to the scions of wealthy families and a 
profitable outlet for armaments produced by their parents—quite 
apart from the fact that this establishment serves as the main protec- 
tion against possible popular revolt. Set up to guard and to abet the 
existing property rights and privileges, it cannot become the architect 
of a policy calculated to destroy the privileges standing in the way 
of economic progress and to place the property and the incomes 
derived from it at the service of society as a whole.’’8? No doubt this 
is an exaggerated picture of the situation in many countries. Neverthe- 
less it is true that economic progress may in some countries depend 
upon a social revolution difficult to spark and difficult to control. In 
such countries financial assistance from overseas by assisting those in 
power may sometimes hinder rather than assist progress. 


JAMES P. BELSHAW 
University of New England. 


37. P. A. Baran, “On the Political Economy of Backwardness”, Manchester 
School, January, 1952. 








ECONOMIC GROWTH AND CAPITAL ACCUMULATION 


1. From Adam Smith to Arthur Lewis. 


‘*The design of the book is different from that of any treatise on 
Political Economy which has been produced in England since the 
work of Adam Smith.’’ ‘‘The last great book covering this wide range 
was John Stuart Mill’s Principles of Political Economy.’’ The first 
sentence is from Mill’s preface, the second from the preface to Lewis’ 
The Theory of Economic Growth. It would be rash to conclude from 
this sequence that one might keep up-to-date in economies by reading 
a new book every century. Lewis’ remark is partly a warning that his 
book is about applications as well as theories, and partly a reminder 
that he is taking up an old theme of English economic thought. When 
Keynes solved ‘‘the great puzzle of Effective Demand’’, he made it 
possible for economists once more to study the progress of society in 
long-run classical terms—with a clear conscience, ‘‘safely ensconced 
in a Ricardian world.”’ 

The aim of this paper is to illustrate with two diagrams a theme 
common to Adam Smith, Mill, and Lewis, the theory of which is per- 
haps best seen in Ricardo: namely, the connexion between capital 
accumulation and the growth of the productive labour force. The neo- 
classical economists were in favour of productivity and thrift, but 
never found a way to make much use of them. Earlier views were much 
more specific: for example, Adam Smith’s industry ‘‘ proportioned to 
eapital’’, Ricardo’s Doctrine of Unbalanced Growth, Mill’s ‘‘Irish 
peasantry, only half fed and half employed’’, now so familiar in the 
work of Harrod, Nurkse, or Lewis, and in a hundred United Nations 
reports. Nevertheless, our illustration takes a neo-classical form, and 
enjoys the neo-classical as well as the Ricardian vice.! 


2. An Unclassical Case. 


In the first instance, capital and labour are the only factors of 
production. In a given state of the arts, the annual output Y depends 
on the stock of capital K and the labour force N, according to the con- 
stant-elasticity production function Y= K+ N8, With constant re- 
turns to scale, a-++ 8 = 1. The annual additon to the capital stock is 

1. An appendix discusses some of the questions—especially those raised by 
Joan Robinson—concerning the role of Capital as a factor of production in the neo- 
classical theory. However, the appendix makes no attempt to discuss or defend the 


use of this or other concepts in a dynamic analysis, except by indicating some very 
artificial assumptions by which the main difficulties might be dodged. 


334 








NOV., 


the a 
incor 


Ther 


syml 
outp 
imp] 


wise 
full: 
mer 
peti 
w il 
der 


Thi 
the 
uni 


fits 
ela 


of 


cel 
Tl 


tic 
th 
li 











nov., 1956 ECONOMIC GROWTH AND CAPITAL ACCUMULATION 335 


the amount saved? sY, where s is a given ratio of saving to output (or 
income. ) 


Therefore the annual relative rate of growth of capital is . The 


symbols y and m stand for the annual relative rates of growth of 
output and labour respectively. In these terms the production function 
implies the basic formula for the rate of growth of output’: 


(1) yas E+ fn 


Effective demand is so regulated (via the rate of interest or other- 
wise) that all savings are profitably invested, productive capacity is 
fully utilized, and the level of employment can never be increased 
merely by raising the level of spending. The forces of perfect com- 
petition drive the rate of profit or interest r and the (real) wage rate 
w into equality with the marginal productivities of capital and labour, 
derived from the production function: 


— > ¢ 
(2) wie (3) vere 


Thus the profit rate is proportional to output per unit of capital, z ,or 
the output-capital ratio; the wage rate is proportional to output per 


unit of labour, + , or output per head. The relative shares of total pro- 
fits and total wages in income are constants, given by the production 
elasticities a and f. 


In Figure 1, look first at the three heavy lines. That rate of growth 
of capital os is shown as a function of the output-capital ratio by a line 


through the origin with a slope equal to the saving ratio (s = 10 per 
cent) .4 
This may be called the growth line of capital. The resulting contribu- 


tion of capital to the growth of output, ast , is another line through 


the origin, of slope as (a = 0-4), and may be called the contribution 
line of capital.5 


2. A given amount of saving, in terms of output, has a constant productive 
equivalent in terms of the capital stock. In Joan Robinson’s language, the Wicksell 
effect is assumed to be zero. Part IV of the appendix argues that Joan Robinson 
is mistaken in her view that a rule can be laid down regarding the direction of 
the Wicksell effect. 

3. The formula is obtained after logarithmic differentiation of the production 
function. All variables are treated as continuous functions of time, which is 
measured in years. For example, “annual output” is the instantaneous rate of output 
per annum. The words “growth”, “rate of growth”, etc. always refer to instan- 
taneous relative rates of growth per annum, subject to instantaneous compounding. 

4. Numerical plottings are used merely to help fix ideas. 


5. According to the marginal productivity formula (2) above, a= sr. 


The rate of profit may therefore be read directly from Figure 1 by multiplying 
the contribution line of capital by 10. 








336 THE ECONOMIC RECORD NOV. 














Growth Rates 
2% + 
pe _— 
a 
— 
ae 
° 4 Y 
0-1 0:2 O-3 K 
Output -Capital Ratio 
Fiqaure 1. 


The growth line of labour is horizontal, the rate of growth of the 
labour force being assumed for the present to be constant (n = 1 per 
cent). The distance OA on the vertical axis is Bn (8 = 1—a=0'6), 
which is labour’s contribution to the growth of output. Adding the con- 
tributions of capital and labour gives the growth line of output, y;. 
Since a+ 8 = 1, the geometry of the diagram implies that the three 
growth lines (of capital, labour, and output) must intersect at the same 
point (1), where growth in each case is 1 per cent per annum. The 
growth line of output is the intermediate between the growth lines of 
labour and capital, and divides the vertical distance between them in 
the proportion a : 8. Anywhere west of (1) output is growing faster 
than capital, so the output-capital ratio is rising—moving eastward. 
Anywhere east of (1), capital is growing faster than output, so the 
movement of the output-capital ratio is westward. Only at (1) is there 
a resting-place. At any other point the economy is always in motion 
towards (1),§ as shown by the arrows on the line 4. 

The point (2) is another equilibrium point like (1), except that it 
corresponds with a saving ratio of 5 per cent, instead of 10 per cent 
at (1). The (unlabelled) continuous line is the new growth line of 
capital, with a slope through the origin of 5 per cent. The line ye is 
the new growth line of output, which if extended would meet the 
vertical axis at A as before. (The new contribution line of capital is 
not drawn.) At (2) economic growth is uniformly 1 per cent, just 
as at (1), because the three growth lines must still intersect some- 
where on the horizontal line n. The given rate of growth of labour 
thus determines the equilibrium growth rate of the whole economy, 
while the saving ratio determines the output-capital ratio at which 
equilibrium will occur. 
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Suppose the economy is at (2), and that a thrift campaign sud- 
denly raises the saving ratio from 5 per cent to 10 per cent. The growth 
line of output shifts from y2 to y:. Output per head begins to improve 
(as shown by the height of y; above m near (2) ), and the wage rate 
rises in the same proportion. The output-capital ratio gradually sinks 
westward, and the profit rate sinks in the same proportion. The im- 
provement of output per head continues at an ever-slackening pace 
down the slope of y:, towards (1). At (1) output per head and 
the wage rate are higher than at (2), while the output-capital ratio 
and the profit rate are lower. These are permanent changes, but the 
rate of economic growth is faster only in the course of transition 
from (2) to (1). 

Suppose next that the state of the arts, hitherto assumed constant, 
continually improves. ‘‘Neutral’’ technical progress contributes to 
the growth of output an annual m per cent beyond the contributions 
of capital and labour. In Figure 1 the distance AB on the vertical 
axis is m, at an assumed rate of 4 per cent. The new growth line 
of output ys shows this amount added on top of y; (for a 10 per 
cent saving ratio), and it cuts the growth line of capital at the 
point (3). This will now be the equilibrium point. In some respects 
the transition from (2) to (1) is reversed by the introduction of 
technical progress, since the output-capital ratio and the rate of 
profit are both higher at (3) than at (1). But the main change is 
that output per head is not only permanently higher, but per- 
petually rising (as shown by the height of ys above m at (3)). Its 
rate of increase is actually greater than the m per cent contributed 
directly by technical progress, because the contribution of capital 
is also sustained by technical progress at a higher level (as shown 
by the height of y; above m at (3)). 

The effect of a change in thrift, assuming constant technical 
progress, is not shown in the diagram. If another situation were 
depicted, combining the 5 per cent saving ratio of (2) with the 


6. Figure 1 is in effect the “phase portrait” of a first-order differential equation 
in the variable Yet. Andronow & Chaikin, Theory of Oscillations, Chapter IV). 


A similar device is used by R. M. Solow (AContribution to the Theory of Economic 
Growth, Quarterly Journal of Economics, February, 1956). The approach to the 
point (1) along y, is asymptotic—i.e., (1) is reached only in infinity, the speed of 
travel towards it being directly related to the distance remaining to be travelled. 


(The time taken fore to move any given distance towards equilibrium is not 


revealed by the diagram, and can be discovered only by integrating the differential 
equation.) A point such as (1) is a stable equilibrium point because the growth 
line of capital cuts the growth line of labour (and so the growth line of output) 
from below. If over a certain range the saving ratio s were a decreasing function of 


KR’ the growth line of capital might cut the growth line of labour from above, and 


this second intersection would be an unstable equilibrium point (the arrows would 
be directed away from it on either side). 
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4 per cent technical progress of (3), its equilibrium point would 
be found to lie well to the east of (3), but on exactly the same 
parallel of economic growth. So long as technical progress and the 
rate of growth of labour are taken as data, they jointly determine 
the equilibrium growth rate of output and capital.? After a tran- 
sitional phase, the influence of: the saving ratio on the rate of 
growth is ultimately absorbed by a compensating change in the 
output-capital ratio. 

This conclusion is not really surprising. It is in fact the counter- 
part in our present unclassical model of the classical proposition 
that capital accumulation leads ultimately to the stationary state. A 
rise in the saving ratio does mean that the level of output per head 
is permanently higher at any time thereafter than it would have been 
otherwise. Further, the ‘‘transitional phase’’ is never literally com- 
pleted ; the ‘‘transitional’’ acceleration-deceleration of growth might be 
visible for centuries, depending entirely on the numerical assumptions. 
However, only extreme assumptions could produce such a result. 
It is at first sight disconcerting to find that ‘‘plausible’’ figuring 
suggests that even the impact effect of a sharp rise in the saving 
ratio may be of minor importance for the rate of growth: for example, 
the maximum amount added to the rate of growth, at the beginning of 
the transition from (2) to (1) in Figure 1, is only 0-4 per cent, 
though the thrift campaign doubles the saving ratio at a point 
where the yield on capital is 8 per cent. 

To this anti-accumulation, pro-technology line of argument 
there are at least two possible anwers. First, the rate of technical 
progress may not be independent of the rate of accumulation, or 
(what comes to much the same thing) accumulation may give rise 
to external economies, so that the true social yield of capital is 
greater than any ‘‘plausible’’ figure based on common private ex- 
perience.’ This point would have appealed to Adam Smith, but it 
will not be pursued here. Second, the rate of growth of labour may 


7. Equation (1) on page 335, with the addition of m per cent technical progress, 
becomes 


(1’) y= ase + Pn tm 
from which it follows that when y=s z (i.e., at an equilibrium point where the 
Bn+m 


output-capital ratio is stationary) y= : 





. For a+8=1 this is simply 


m™ 
pean PO a 


8. In Figure 1, allowing for external economies, a+ 8 would exceed unity 
and so y: would cut the growth line of capital above the level of m, just as ys does. 
If the external economies were concentrated on the side of capital (rather than 
labour), this elevation would take the form of a steeper slope for the contribution 
line of capital, which of course would no longer correspond with the rate of profit. 
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not be independent of the rate of accumulation. This is the dis- 
tinctively classical answer. 

In Figure 1 the sloping branch of the growth line of labour 
represents a situation in which the supply of labour is ‘‘elastic’’ in the 
vicinity of a certain level of output per head (and wage rate). This 
situation may be given a Malthusian interpretation, as the response 
of population to an improvement in the means of subsistence; it may 
be a situation of ‘‘disguised unemployment’’, with unproductive 
labour kept in reserve (by sharing with relatives, etc.) at a minimum 
living standard; it may be the result of Trade Union resistance or 
some other kind of institutional or conventional barrier, expressed in 
real terms; or it, may reflect a potential supply of migrant labour, 
available if satisfactory living standards are offered. In any of 
these situations, ‘‘demand for commodities is not demand for labour’’ 
(if only Mill had understood his own doctrine): the growth, or 
productive employment, of the labour force depends directly on the rate 
of accumulation. In the neighbourhood of the point (4), which is drawn 
for a saving ratio of 2 per cent, a higher saving ratio will evidently 
raise the rate of economic growth almost in proportion—and not only 
‘‘transitionally’’, but in equilibrium as well. On the other hand, the 
wage rate and output per head (of productively employed labour) 
will not be much improved; nor will the rate of profit and the 
output-capital ratio suffer much decline. 

This last fact is of course one of the reasons why capital accumu- 
lation appears so much more effective in raising the rate of economic 
growth when faster growth means primarily a faster expansion of pro- 
ductive employment, rather than a faster improvement of output per 
head. But the main reason is that accumulation is justly credited with 
the productive contribution of the additional labour that it ‘‘sets in 
motion.’’ 

It is now possible to look at Figure 1 in a new light. What is 
the maximum rate of labour growth consistent with the maintenance 
of a given standard of output per head? The answer (assuming no 
technical progress) is that for any such standard—i.e., at any given 
level of the output-capital ratio—the maximum rate of growth is 
directly proportional to the saving ratio. In fact, the growth line of 


capital as , wherever it lies, is the locus of all growth rates at which 


output per head is constant. 

This is a more classical view of the problem, and also, unfortunate- 
ly perhaps more relevant to many contemporary problems of popula- 
tion pressure and economic growth. However, to see its implications in 
either context, it is necessary to introduce a characteristic feature 
of the classical model—namely, the limited ‘“powers of the soil’’. 
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3. A Classical Case. 


A fixed factor of production, which may be called land, can be 
introduced very simply. Let its production elasticity be y. Then, assum- 
ing constant returns to scale, a + 8 + y = 1. However, since land is 
fixed in supply, it does not appear in the basic formula for the 





growth of output, y= ast + Bn, but makes its presence felt by 


reducing the sum of a and £ below unity. With this interpretation, 
the former marginal productivity relationships for r and w remain 
unchanged, and there is now a third, of similar form, to determine 
the rent of land. a, 8, and y are now the constant relative shares 
of the three factors in income. 

If Figure 1 were drawn for a+ 8< 1, the growth line of 
output would cut the growth line of capital below the horizontal 
growth line of labour. The only possible equi'ibrium with constant 
labour growth (and no technical progress) would be one in which 
output per head and the wage rate were perpetually falling. However, 
an answer can be given to the question: what rate of labour growth will 
maintain constant output per head? This condition can be expressed 
by putting y= in the formula repeated in the last paragraph, 
; = 3 = In Figure 2 the constants are assumed to 
be a=0°3, B= 0-5, y = 0-2 and s = 10%. The coincident values of 
y and n that satisfy the condition of constant output per head are 
shown as a function of the output-capital ratio by the growth line 
m, = Y1, and this locus classicus is called the Ricardian line. 

Along the Ricardian line labour is growing as fast as is com- 
patible with a given living standard—keeping pace with the growth 
of output. Except at the origin, the growth line of capital lies above 
the Ricardian line, for capital must always grow faster than labour 
in order to sustain output per head in the face of continually 
diminishing returns on the land. But since capital is therefore also 
growing faster than output, the output-capital ratio is continually 
falling ; the profit rate is falling in the same proportion, the wage rate 
is stable, while rent per acre is rising in proportion with output. As 
the output-capital ratio falls, the growth rate of labour and output 
gradually recedes down the slope of the Ricardian line, retreating 
from the unequal struggle against niggardly nature. In this manner 
the natural progress of society continues indefinitely towards the 
origin, where at last the growth line of capital and the Ricardian 
line intersect, at the point (1), in a stationary state. 

If ‘‘long indeed before this period the very low rate of profit’’ 
has ‘‘arrested all accumulation’’, the change will have been seen in 
Figure 2 in the form of a decline in the saving ratio, reducing the 





which gives n = 
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slopes of the growth lines down to zero. On the other hand, a higher 
saving ratio would proportionally raise the growth rates at every 
point, but only temporarily interrupt the inevitable progress to- 
wards stationariness. 

Suppose that this ‘‘gravitation .. . is happily checked at repeated 
intervals’’ by a constant rate of technical progress (m = 3 per cent, as 
before). The new version of the Ricardian line nz = ye will lie above 


” At the point (2) where 





the old by the distance OC, which is i x 


the new line intersects the growth line of capital, technical progress 
is exactly balanced against diminishing returns, and output per head 
is constant with a growth rate of about 24 per cent. So instead of 
gravitating towards the origin, the economy if necessary levitates 
to this stable equilibrium point. Ricardo would no doubt object that 
if population is supposed to grow for ever at 24 per cent, it is very 
likely that at some point diminishing returns will set in with a 
violence not allowed for in our production function. 

Given the proposition that at some standard of living (for the 
purpose of the foregoing argument it may be low or high) population 
will multiply fully in proportion with output, there is perhaps some- 
thing to be said for the classical ‘‘law’’ of historically diminishing re- 
turns. It is in relation to the Malthusian postulate that the classical 


9. This is obtained by putting y= niny= ast + Bn + m. 
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vision failed most signally. Suppose then that each generation de- 
mands samething better for its children: population is regulated so 
as to achieve, not a given living standard, but a progressive annual 
improvement of q per cent. The new element gq affects the growth 
line of labour (now the locus of all labour growth rates consistent 
with q per cent improvement in output per head) exactly as if q were 
subtracted from the rate of technical progress, m.1° Assuming q to be 
as little as } per cent, the new growth lines ng and yz determine an 


equilibrium growth rate of labour of about 14 per cent at the point . 


(3). 

Growth lines such as 7, m2, and 3 can be considered, not as time- 
paths which on various improbable assumptions the economy would 
follow towards an equilibrium point, but rather as a grid that divides 
the economic map into characteristic zones of improvement or deter- 
mination in output per head. Every point on the map represents a 
particular conjunction of a labour growth rate with an output-capital 
ratio. In Figure 2, any point to the south and east of 7; is a situation 
in which output per head is rising even if there is no technical pro- 
gress. Between nm; and nz output per head in the absence of technical 
progress would be falling, but with the assumed } per cent technical 
progress it is rising by more than } per cent. Between ng and nz the rise 
is less than } per cent. A labour growth rate that strays to the north 
and west of m2 incurs a decline in output per head, unless technical 
progress is greater than } per cent. 

A higher saving ratio, even though it does not change the growth 
rate at any of the so-called equilibrium points, swings the whole grid 
to the north and west. As a result, there is a larger area of desirable 
situations to the south and east of any given criterion of improve- 
ment, and a smaller area of undesirable situations to the north and 
west. 

4. The Harrod Model 


The model used above differs from Harrod’s model of economic 
growth only in that it systematizes the relations between the ‘‘war- 


ranted’’ and ‘‘natural’’ rates of growth, and introduces land as a 
fixed factor. 


Any point on the growth line of capital, si , is Harrod’s war- 


ranted rate of growth G, = A , Since the output-capital ratio[at any 





given level is the reciprocal of Harrod’s capital coefficient C,. The 
corresponding point on the growth line of output is Harrod’s natural 
rate of growth G,. At an equilibrium point, where the two growth 
lines intersect, the warranted and natural rates of growth are equal. 


10. The obtained by putting y=n-+q in the formula of the last footnote. 
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At any other point the wage rate and the profit rate are moving in 
such a way as to induce entrepreneurs to adjust the output-capital 
ratio in the direction which will bring the warranted and natural 
rates of growth together. Specifically, a reduction in the output- 
capital ratio (an increase in Harrod’s C,) always involves a decline 
in the rate of profit, and this automatically implies the appropriate 
movement of the wage rate. 

Harrod envisages exactly the same mechanism of adjustment, 
via the ‘‘deepening’’ factor, d, which ‘‘may have a positive value be- 
cause the rate of interest is falling’’. He argues that natural market 
forces cannot be expected to achieve the desired results, but does not 
despair that Keynesian policies may be successful. Nevertheless some 
of his readers seem to have been misled into the belief that in 
Harrod’s model equality between the warranted and the natural 
rates of growth can occur only ‘‘by a fluke’’.11 Harrod’s own view is 
stated very clearly : 

‘Our aim should be to get such a progressive reduction in the 
rate of interest that G, C,—s—d= G,C,. If d is positive, C, will 
increase through time, and may eventually become so great as to 
enable us to dispense with d. At that point interest need fall no fur- 
ther.’’}2 

The mechanism of Figures 1 and 2 merely makes explicit what 
this statement implies. 

T. W. Swan 
Australian National University, 
Canberra. 


APPENDIX: NOTES ON CAPITAL! 


I Joan Robinson’s Puzzle. 
II The Wicksell Effect. 
III Akerman’s Problem. 
IV The Wicksell Effect in Reverse. 


I. Joan Robinson’s Puzzle 


If we had to put up a scarecrow (as Joan Robinson calls it) to 
keep off the index-number birds and Joan Robinson herself, it would 
look something like this: Labour and Land are homogeneous man- 


11. Joan Robinson, The Accumulation of Capital, p. 405. 
12. Towards A Dynamic Economics, p. 96. 


1. These notes are concerned with certain difficulties in the idea of Capital 
as a factor of production that were first seen by Wicksell and have now been greatly 
elaborated by Joan Robinson in two articles (Review of Economic Studies 1953-54, 
and Economic Journal 1955) and in her book, The Accumulation of Capital. See 
also the articles by D. G. Champernowne and R. F. Kahn, and by D. G. Champer- 
nowne, in the same number of R.E.S., and by R. M. Solow in R.E.S. 1955-56. 
The criticism here ventured is in no sense a book review: it touches on only one 
aspect of a very important book, and in relation to the text above is best regarded 
as a face-saving gesture. ] 
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hours and acres respectively; Capital is made up of a large number 
of identical meccano sets, which never wear out and can be put to- 
gether, taken apart, and reassembled with negligible cost or delay in 
a great variety of models so as to work with various combinations 
of Labour and Land, to produce various products, and to incorporate 
the latest technical innovations illustrated in successive issues of the 
Instruction Book; Output consists of goods (including meccano sets) 
that are all produced and sold at constant price-ratios amongst them- 
selves, no matter how the rates of wages, rents, and profits may vary— 
e.g. they are all produced by similar (but continuously variable) com- 
binations of Labour, Land, and Capital, with similar efficiency, and 
under similar competitive conditions; Saving = Investment = Accu- 
mulation is the current output of meccano sets, and can always be 
measured (by virtues of the constant price-ratios) at a constant 
value per meccano set in terms of peanuts or any other consumption 
product forgone: ete. With assumptions of this kind, the basic model 
of the text could be rigorously established in a form that would deceive 
nobody. 

Fortunately, economists have usually been willing to hope that 
even very complicated aggregates like Output might somehow still con- 
tain, for some purposes, a rough kernel of meaning ‘‘in an index- 
number sense’’—a meaning not literally dependent upon the fantastic 
assumptions required to avoid all index-number ambiguities. Joan 
Robinson? has spoilt this game for us by insisting that the social 
Capital, considered as a factor of production accumulated by saving, 
cannot be given any operative meaning—not even in the abstract 
conditions of a stationary state. 


2. The following passages are from the first of Joan Robinson’s articles 
(R.E.S. 1953-54, pp. 81 and 82): 

“The student of economic theory is taught to write O=—f(L,C) where 
L is a quantity of labour, C a quantity of capital and O a rate of output of com- 
modities. He is instructed to assume all workers alike, and to measure L in 
man-hours of labour ; he is told something about the index-number problem in- 
volved in choosing a unit of output; and then he is hurried on to the next ques- 
tion, in the hope that he will forget to ask in what units C is measured. Before 
ever he does ask, he has become a professor, and so sloppy habits of thought 
are handed on from one generation to the next. ... 

When we are discussing accumulation, it is natural to think of capital as 
measured in terms of product. The process of accumulation consists in refrain- 
ing from consuming current output in order to add to the stock of wealth. But 
when we consider what addition to productive resources a given amount of 
accumulation makes, we must measure capital in labour units, for the addition 
to the stock of productive equipment made by adding an increment of capital 
depends upon how much work is done in constructing it, not upon the cost, in 
terms of final product, of an hour’s labour. Thus, as we move from one point 
on a production function to another, measuring capital in terms of product, we 
have to know the product-wage rate in order to see the effect upon production 
of changing the ratio of capital to labour. Or if we measure in labour units, 
we have to know the product-wage in order to see how much accumulation 
would be required to produce a given increment of capital. But the wage rate 
alters with the ratio of the factors: one symbol, C, cannot stand both for a 
quantity of product and a quantity of labour time.” 





1956 


Cap’ 
equi 
that 
or j 
a Sil 
tion 
give 
itse! 
lags 
con 
wal 
sect 
sim 
inv 
big 
col 
is 
ex! 
the 


meee et Oerop 











1956 ECONOMIC GROWTH AND CAPITAL ACCUMULATION 345 


That there should be great difficulties in handling the concept of 
Capital in a process of change is not surprising. A piece of durable 
equipment or a pipe-line of work-in-progress has dimensions in time 
that bind together sequences of inputs and outputs jointly-demanded 
or jointly-supplied at different dates. The aggregation of capital into 
a single stock at a point of time is thus the correlative of an aggrega- 
tion of the whole economic process, not only in cross-section (which 
gives rise to the ordinary index-number problems), but also in time 
itself: in other words, the reduction of a very high-order system of 
lagged equations—in which each event, its past origins and its future 
consequences, could be properly dated and traced backward and for- 
ward in time—to a more manageable system with fewer lags. This 
second kind of aggregation introduces a further set of ambiguities, 
similar in principle to those of index-numbers, but as yet hardly 
investigated.4 Our scarecrow assumptions dodge both sets of am- 
biguities—the first because all price-ratios within Output are held 
constant, the second because Capital, in the form of meccano sets, 
is both infinitely durable and instantaneously adaptable. This is an 
extreme of aggregation. From the idea of capital as a single stock 
there is in principle no sudden transition to ‘‘the enormous who’s 
who of all the goods in existence’’®. Between the two extremes lies 
an ascending scale of nth-order dynamic systems, in which capital 
like everything else is more and more finely subdivided and dated, 
with ascending degrees of (potential) realism and (actual) com- 
plexity. In fact, most of us are left at ground-level, on ground that 
moves under our feet. 

In a stationary state, all the complexities of dating disappear. Re- 
lated inputs and outputs, investments and returns, events and expec- 
tations, may be generations removed, but what happens at any time 


» ‘b) Like the wool and mutton of Marshall’s sheep (Wicksell, Lectures, Vol. 1, 
Pp. a 

4. By what test should the (relative) success of a proposed scheme of 
aggregation be judged? Probably, by some measure of the degree of preservation 
of the dominant behaviour patterns which would be represented in the linear case 
by the larger roots of an appropriate high-order micro-system; surely not by the 
degree of “realism” of the scarecrow assumptions necessary to give literal validity 
to the low-order macro-system. In the present context, we are saved the trouble of 
trying to apply the suggested criterion by the fact that no appropriate micro-system 
is available (no one has yet set Value and Capital in motion, except under assump- 
tions almost as rigidly fantastic as our own scarecrow). The puzzle may actually 
be easier if there are strong non-linear features (floors, ceilings, thresholds, etc.), 
since these sometimes lead to a limited number of highly charactertistic patterns of 
behaviour. 

If the hands of a clock give a fair approximation to the even flow of time, 
in spite of the diminishing force exerted by the spring as it unwinds, our thanks are 
due to the discontinuous, non-linear mechanism of the escapement. This result is 
achieved at the price of an ambiguity—the finite intervals between ticks. Even the 
best clock is a mere scarecrow model of Time, and absurdly unrealistic from the 
viewpoint of the General Theory of Relativity. A bad clock that still ticks, or a 
good one wrongly set, may mean that its user misses the bus. 

5. Joan Robinson, R.E.S. 1953-54, pp. 83-85. 
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is exactly repeated at any other time. No information is lost and no 
ambiguity created by aggregating all times into an eternal present; 
the shadows of past and future appear only in the form of profit 
steadily accruing at the ruling rate of interest on the time-consuming 
investment processes of which every moment has its share. Joan 
Robinson still insists that Capital cannot be given a meaning con- 
formable with those neo-classical exercises in comparative statics for 
which the stationary state is expressly designed. In particular, Capital 
cannot be put into a production function from which, given the 
supplies of Labour and Land, under perfect-competition profit-maxi- 
mization assumptions, the equilibrium rates of real wages, rent, and 
profit may be deduced in the form of marginal productivities. If this 
scheme is unworkable in a stationary state, it can hardly be sensible 
to retain it in a dynamic model (like that of our text). 

From the various accounts given by Joan Robinson it is not easy 
to pick out the ‘‘basic fallacy’’ of the marginal productivity scheme. 
In the passage already quoted® she makes the novel suggestion that the 
production function itself works only if the stock of capital is measured 
by its value in wage-units, in which case it becomes useless for explain- 
ing the equilibrium factor-rewards. But it soon appears that, whatever 
may be the defects of the neo-classical production function, one geared 
to what Champernowne calls J.R. units can produce only mental and 
diagrammatic contortions. (Are there perhaps signs in The Accumula- 
tion of Capital of the reluctant beginnings of regret for this aberra- 
tion ?) 

Frequently Joan Robinson seems to be explaining the factor- 
rewards by a widow’s cruse type of distribution theory.’ At first sight, 
it is not altogether clear whether she puts this forward as an in- 
dependent explanation, or is merely exhibiting the other side of the 
double-entry national income accounts, which of course always balance 
in exact confirmation of the theory.* Before long, the reader begins 


6. p. 344, note 2. 


7. The widow’s cruse theory of distribution is set out by Nicholas Kaldor 
(who calls it the Keynesian theory) in R.E.S. 1955-56. p. 94 ff. Briefly, the theory 
says that, given the ratio of investment to income, and given the propensities to 
save out of profits and wages respectively, the distribution of income between 
profits and wages must be such as to make the saving ratio equal the investment 
re tel examples see The Accumulation of Capital pp. 48, 75-83, 255, 271, 


8. Consider the following example of widow’s cruse reasoning (The Accumula- 
tion of Capital, p. 312): 

“The relation of the rate of profit to the marginal product of investment 
is seen in its simplest form in the imagined state of bliss, where the highest 
technique known is already in operation throughout the economy and population 
is constant. The marginal product of investment is then zero. If there is no 
consumption out of profit (and no saving out of wages or rents) the rate of 
profit also is zero, and the wages and rent bill absorbs the whole annual 
output. 

But if there is consumption out of profits (and no saving out of rent or 
wages) the rate of profit remains positive, for the prices of commodities (in 





1956 


to un 
econc 
in bl: 
worl 
lines 


cont: 
fixec 
disp 
by ¥ 
unif 
ecor 
eale 
eacl 
alot 


tion 
The 
son 











aw VS * 


o 


—PnY = OP CP ‘ 


as 





1956 ECONOMIC GROWTH AND CAPITAL ACCUMULATION 347 


to understand that this profoundly arithmetical organon is not a rival 
economic calculus, but a subsidiary device that applies, as it were, only 
in blank spots on the map of economic caleculation.® In Joan Robinson’s 
world, the blanks are enlarged into great zones marked out by frontier- 
lines of technical discontinuity. Typically, all products are consumed 
in fixed proportions and capable of being produced by a single dis- 
continuous ‘‘hierarchy of techniques’’; each technique has its own 
fixed factor-proportions, which are rigidly unadaptable; techniques 
displace each other in profitability across iso-cost ‘‘frontiers’’ defined 
by well-separated critical sets of factor-rewards; any frontier applies 
uniformly and simultaneously to every industry throughout the 
economy.!° Only at the frontier between two techniques is economic 
calculation, or the Principle of Substitution, fully effective. Within 
each zone (i.e. within the limits of the critical sets of factor-rewards 
along its frontiers) almost anything may happen. 

The paradoxes and fabulous histories that enliven The Accumula- 
tion of Capital have their licence in these extremes of discontinuity. 
They are not the consequence of any special feature of Joan Robin- 
son’s view of capital or of the marginal calculus. When eventually 


relation to money wages and rents) are such that their total selling value ex- 
ceeds their total costs by the amount of expenditure out of profits. The total 
of real wages then falls short of total output by the amount of consumption 
of rentiers, that is, of purchase of commodities out of profit and rent incomes.” 


It is possible to clarify the two cases distinguished in these paragraphs. In a 
state of bliss with constant population investment is zero. Since therefore the 
amount saved has to be zero, any positive profit-saving propensity, whether unity 
or less, certainly precludes a positive amount of profits; so the second paragraph 
must refer only to a zero profit-saving propensity, as in effect its two sentences 
twice affirm (profits = selling value — (wages + rents) = consumption out of 
profits). Keeping the assumption of no saving out of wages or rents, the meaning 
of Joan Robinson’s two cases may now be rendered as follows: 


(i) If the capitalists save some part of any profits they may get, they get 
no profit, either because the rate of profit on capital employed is zero or 
because their saving propensity “multiplies” output itself down to zero 
(bliss becomes Nirvana). 

(ii) If the capitalists consume the whole of any profits they may get, their 
profits equal the amount they consume, which is positive if they get 
any profits to consume. (The reason for this ham and eggs dictum is 
supplied by Kaldor, R.E.S. 1955-56, p. 95.) 


The marginal productivity theory, on the other hand, infers that in a state of bliss 
the rate of profit is zero: capital has become a free good, and full employment 
output is blissfully consistent with zero profits. The true contribution of Kenesian 
theory is to point out that in these circumstances any positive saving propensity 
out of wages or rents is inconsistent with full employment output. 


9. Just as the multiplier theory (to which the widow’s cruse is closely re- 
lated) applies when aggregative economic calculation is suspended by Keynesian 
unemployment. 

10. Note how “realistic” it seems to allow for technical discontinuities (one 
thinks of coke-ovens, blast furnaces, etc.). The end-result in Joan Robinson's 
model is that the opportunities for substitution are limited in any situation, to a 
single, universal choice between two techniques; and this restriction becomes the 
dominant feature of the economy as a whole. The “neo-classical vice of implicit 
theorising” has here its counterpart in the vice of explicit realism. 
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she considers a primitive agricultural economy in which continuous 
factor substitution is for once allowed," her theory runs familiarly 
in terms of discounted products, following Wicksell. Again, when 
she indulges in some pronouncements concerning the nature of the 
factor of production and their marginal products, the substance of 
her thoughts is recognizable as that of the so-called Austrian view of 
the role of capital and time in production, more especially in the 
form which it was given by Wicksell.!2 

To find the kernel of Joan Robinson’s meaning, it is best to go 
back to Wicksell,!* to whose ideas she pays repeated and generous 
tribute. Part II of this appendix examines the problem from Wick- 
sell’s viewpoint. But first look again at the early Joan Robinson 
polemic against the neo-classical scheme (quoted on p. 344), and 
consider four comments: 

1. The value of a stock of capital ‘‘in terms of product’’ is no 
more plausible than its value in J.R. units as an input to be fed into 
a production function. If Capital is to be treated, from a productive 
viewpoint, on all fours with Labour and Land, it must somehow be 
measured ‘‘in terms of its own technical unit’’,!4 in spite of the 
obvious difficulties. (In our scarecrow model, it is the number of 
meccano sets, along with the number of manhours and acres, that 
directly determines the volume of Output—not their value in terms 
of anything, although it happens that in our model the value of a 
meccano set in terms of product is constant.) 

Joan Robinson is correct in so far as she is complaining that the 
neo-classical tradition contains no indication of how a ‘‘technical 
unit’’ for capital may be devised. 


11. The Accumulation of Capital, pp. 291-292. “This .. . is purely a repetition 
of our former argument in a simpler setting.” 

12. The Accumulation of Capital, pp. 310-311. Cf. Wicksell, Lectures, p. 150. 

13. If I were advising a student on a method of approach to The Accumula- 
tion of Capital, I would recommend the following preparations: (1) Re-read the 
whole of Wicksell’s Lectures, Vol. 1. (2) Concentrate in particular on a full 
understanding of the discontinuous “exception” described by Wicksell in the 
last complete paragraph on page 177; this sets the stage for Joan Robinson’s book. 
(3) Read the two articles by D. M. Bensusan-Butt, Oxford Economic Papers, 
September, 1954, and American Economic Review, September, 1954, for an analy- 
sis which in several respects anticipates Joan Robinson, but in terms of a much 
simpler, and also more flexible, model. 

14. Wicksell, Lectures, p. 149. Wicksell rejected the possibility of employing 
such a unit, partly because he could see no way of combining the different kinds 
of “tools, machinery, and materials, etc.” in a “unified treatment” (though he did 
not shrink from treating labour, land, and product as if each were homogeneous), 
and partly because he believed at the time that the Walrasian solution of the 
pricing of newly-produced capital goods involved “arguing in a circle”. This 
latter problem, he thought, would still have to be solved before the “yield” of par- 
ticular capital goods could be linked up with the rate of interest. Later (cf. 
Lectures, p. 226) he seems to have realised that this criticism was mistaken. The 
circularity that worried Wicksell (the fact that the rate of interest enters as a 
cost in the production of capital goods themselves) is merely another aspect of 
the mutual inter-dependence of all variables in the Walrasian system. For a 
similar example, see p. 357. 
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2. On the other hand, there is an ambiguity in her view that 
capital ‘‘measured in terms of product’’ goes naturally with a dis- 
cussion of accumulation because ‘‘accumulation consists in refrain- 
ing from consuming current output in order to add to the stock of 
wealth’’. What is the addition to the stock of wealth that is made by 
current accumulation? It is not the change in the value of the stock, 
measured in terms of product, but rather the value of the change, 
measured in terms of product, i.e. the (real) value of the current out- 
put not consumed, and so added to the stock. Only the latter element 
corresponds with the idea of accumulation, unless current output, 
income, saving, and investment are defined to include current re- 
valuations of the pre-existing stock of capital goods—which is not 
the conventional usage.'® 

Joan Robinson apparently takes it for granted that the value of 
the capital stock in terms of product is the same thing as the cumulated 
value (the time-integral) of investment and saving in terms of pro- 
duct. The two measures may in fact diverge very widely, if there 
is any change in relative values between ‘‘capital goods’’ and ‘‘pro- 
duct’’: in the first measure, every such change is reflected in an 
immediate revaluation of the whole capital stock; in the second, the 
capital stock is recorded as a ‘‘ perpetual inventory’’ accumulated by 
saving at original cost in terms of product. The first measure is cer- 
tainly Wicksell’s. The second is the neo-classical tradition—or rather 
the tradition of all the economists from Adam Smith to Keynes who 
have thought of current output as being divided between consumption 
on the one hand and additions to the capital stock (saving, invest- 
ment, accumulation) on the other. In a stationary equilibrium, the 
two measures coincide: but they part company even for infinitesimal 
variations at the margin of a stationary state, if those variations 
involve any change in relative values between ‘‘capital goods’’ and 
**product.’’ 

3. A measure of the capital stock in its own technical unit—if 
that were feasible, as with meccano sets—is of course not the same 
thing as either of the two measures ‘‘in terms of product’’. When 
capital is measured in meccano sets, its marginal productivity—the 
rate of increase of product with respect to the number of meccano 
sets employed—does not correspond in equilibrium with the ruling 
rate of profit (the rate of interest), but with that rate multiplied 

15. The value changes that accrue as “depreciation” are of course allowed 
for in the conventional definitions, but we are here concerned with quite a 
different issue. The relevant distinction is often made explicit in national income 
statistics in the form of an inventory revaluation adjustment. This adjustment is 
made only in respect of inventories, since revaluations of other capital assets are not 


included in the figures in the first place. 
F 
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by the value of a meccano set in terms of product.’* At the same 
time, the rate of increase in the number of meccano sets is the 
current rate of saving divided by the value of a meccano set. Thus 
for the purpose of any marginal calculation in which the value of 
a meccano set enters as a constant, Capital may be measured jn 
terms of product (as the accumulation of saving), and its marginal 
productivity will then correspond with the rate of profit. 

This is the rationale of the neo-classical procedure. Two elements 
of calculation are involved, and in both the value of a meccano set 
is correctly taken as constant: (a) a maximization process in which 
all prices, including the price of meccano sets, are treated in perfect 
competition as constant parameters, and (b) a marginal increment 
of accumulation—the translation of a small amount of product by 
saving into additional meccano sets—in which the ‘‘error’’ in measur- 
ing the capital stock arising from an associated marginal change in 
the value of a meccano set is confined to the marginal addition 
being made to the capital stock, and so is of ‘‘the second order of 
smalls’’. (The revaluation of the pre-existing stock, which occurs 
in the measure of capital in terms of product that Joan Robinson 
has in mind, is of a very different order.) 

As soon as this point is accepted, it follows that the neo-classical 
procedure does not, after all, depend on the existence of a ‘‘technical 
unit’’ of capital—the meccano set—the value of which is in any case 
cancelled out. For marginal variations about the stationary equili- 
brium position—i.e. for all the purposes of the neo-classical theory— 
the natural unit of Capital is simply ‘‘an equilibrium dollar’s worth” 
regardless of the physical variety of capital goods, and regardless 


of marginal value-changes or marginal adaptations of capital towards | 


different physical forms.” 

4. The foregoing argument is evidently quite symmetrical with 
respect to every factor and indeed every product: at the margin of a 
stationary state, Capital, Labour, Land, and Output can each be 
measured in terms of ‘‘an equilibrium dollar’s worth’’. From the 
‘‘tangency’’ and ‘‘convexity’’ conditions prevailing at the equilibrium 
point—by virtue of the first and second-order conditions of the 
economic maximization process—all valid theorems (as Samuelson 
might say) can then be deduced. In the given unit, aggregation is 

16. To the profit-maximising, cost-minimising entrepreneur, the cost of the 
annual services of a meccano set, comparable with the real wage in terms of 
product which is the cost of the annual services of a unit of labour, is the annual 
interest bill on the price of a meccano set in terms of product. 

17. This is essentially the familiar principle which Samuelson calls the 
Wong-Viner-Harrod envelope theorem (P. A. Samuelson, The Foundation of 


Economic Analysis, pp. 34, 66n, 243; also in R.E.S. 1953-54, p. 5). See also Mar- 
shall (rebuking J. A. Hobson), Principles, p. 409n. 
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itself quite superficial: the equalities and inequalities that hold for 
the aggregates at the equilibrium point hold uniformly in terms of 
“an equilibrium dollar’s worth’’ of every possible subdivision of 
factor and product right down to the level of the individual firm. 
That is why the neo-classical theory often appears to be both aggrega- 
tive and exact. 

However, this achievement involves an inherent limitation, against 
which Joan Robinson has all along been tilting. The theory tells us 
something about the properties of an equilibrium point, but it gives no 
information in finite terms about one point in relation to any other 
point.!® For instance, it does not enable us to ‘‘draw’’ the hypothetical 
jsoquants of a production function combining (say) Capital and 
Labour. All we know, from the neo-classical or any similar theory, is 
certain curvative properties that must hold at any point that is capable 
of being an equilibrium point. Assuming one such point, we are en- 
titled to draw an invisibly small segment of a curve with the known 
properties—a grin without a cat. Yet why should we expect a theory 
to produce even a hypothetical cat? The trouble is that if we were 
supplied with all the hypotheses or empirical data in the world, we 
should still be puzzled to draw the rest of the curve, because we 
should want each point on it to be a potential equilibrium point, 
whereas our unit—‘‘an equilibrium dollar’s worth’’—is defined only 
for a single equilibrium point, and changes its character at any 
point separated by a finite distance from the first. It may do no harm 
to sketch in a metaphorical curve, provided the argument touches 
only a single equilibrium point and its immediate neighbourhood. 
On these terms, ‘‘comparative statics’’ is a misnomer: not different 


| situations, but only ‘‘virtual’’ displacements at the margin of one 


situation, can be considered. 

For structural comparisons ‘‘in the large’’ (e.g. as between two 
stationary states with different factor endowments), either the 
variables must be measurable in naturally homogeneous technical 
units (like meccano sets and manhours), or else some artificial means 
must be found to co-ordinate measurements made at different points. 
For the latter purpose, Champernowne has proposed the use of a 
chain indez,!® an approach which is entirely in keeping with the 
true character of aggregative analysis. Champernowne’s chain index, 
as presented, looks like a rather ad hoc and specialized device to cope 
with Joan Robinson’s difficulties. The next part of these notes is 
intended to show how a chain index of capital emerges naturally 
from the analysis of a simple problem considered by Wicksell, 

18. In a footnote (The Accumulation of Capital, p. 414n.) Joan Robinson 


says something rather like this. 
19. R.E.S. 1953-54, p. 112. 





352 THE ECONOMIC RECORD Nov, 
II. The Wicksell Effect 


Joan Robinson finds extraordinary significance in Wicksell’s 
demonstration that an increase in the social capital is partly ‘‘ab. 
sorbed by increased wages (and rent), so that only the residue . . . js 
really effective as far as a rise in production is concerned’’.2 ‘‘The 
amount of employment offered by a given value of capital depends 
upon the real-wage rate. At a lower wage rate there is a smaller value 
of a given type of machine.’’! To its discoverer, the Wicksell effect 
seemed mainly important as an obstacle to the acceptance of ‘‘von 
Thiinen’s thesis’’, the marginal productivity theory of interest. To 
Joan Robinson, ‘‘this point of Wicksell’s is the key to the whole theory 
of accumulation and of the determination of wages and profits’’” 

To identify the Wicksell effect we may re-work very briefly his 
‘*point-input, point-output’’ case.28 For Wicksell’s grape-juice we 
substitute labour, imagining a productive process in which the ap- 
plication of an amount of labour N at a point of time results after a 
‘*neriod of production’’ ¢ in a final output Q which is greater the longer 
the period of production allowed. Other variables are the real wage 
rate w, the value of capital in the form of goods-in-process K (both w 
and K measured in terms of product), and the competitive rate of 
interest or profit r. Interest is instantaneously compounded; e is the 
base of natural logarithms. Wicksell’s main equations then appear 
as follows: 

(1) Q=Nf(t) (2) w= Pew 8) ra LY 

N f(t) 





(4a) K=Nwf" er dx = Nw *—! 
o r 
(4b) K=2—Nw 


Equation (1) is the production function, showing output per unit 
of labour as an increasing function f(t) of the period of production. 
Equations (2) and (3) flow from (1) under perfect-competition profit- 
maximization assumptions: the wage rate is the discounted product 
per unit of labour, and the interest rate the (relative) ‘‘marginal 
productivity of waiting’’. Equation (4a) evaluates K from the cost 
side as the wages bill continuously invested in production and 

20. Lectures, p. 268. 

21. The Accumulation of Capital, p. 391. 

22. The Accumulation of Capital, p. 396. 

23. Lectures, pp. 172-181, and in particular pp. 178-180. In the following 


re-formulation, nothing material is changed. The reader is referred to Wicksell 
for further explanations. Where our symbols differ from his, the equivalents are: 


v= W,N=V.,r=p. Wicksell’s “one hectolitre of grape-juice’, which does 


not appear explicitly, is our N, but the change is only formal. Our numbering of 
the equations is not the same as Wicksell’s. For the mathematics of this case, 
see R. G. D. Allen, Mathematical Analysis for Economists, pp. 248, 362, 403 
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cumulated at compound interest over the period ¢; while (4b), using 
(1) and (2), shows that K is also the capitalized value of total pro- 
fits Q —Nw. Using the second-order maximization condition upon 
j(t), Wicksell proved that in equilibrium (for given N) increasing 
K necessarily means increasing w, decreasing r, and increasing ¢. In 
Joan Robinson’s language, increasing ¢ represents a higher ‘‘degree 
of mechanization’’, made profitable as w increases—the Ricardesque 
effect. 

. Differentiating (1) and (4a) or (4b) while holding N constant, 
Wicksell next derived a formula for the rate of increase of Q with 
respect to K. This formula can be expressed in four distinct ways: 


- ix = —x(tar+ (-= =a 1) Se 
(5b) = ye f4Ne a 
(5c) = =r + (K— Nut) 
(}d) = (a d 


The second term in these expressions is always negative—i.e. the 
“marginal productivity of capital’’ in this sense is always less than the 
rate of interest, part of the increase in K having been ‘‘ unproductively 
absorbed’’. This is the Wicksell effect. Our four versions suggest that 
it is somewhat misleading to ascribe the ‘‘absorption’’ simply to in- 
ereased wages. Version (a) shows the Wicksell effect from the view- 
point of the cost of the capital stock (4a), as the consequence of a 
higher wage rate only partly offset by a lower interest rate. Version 
(b), from the viewpoint of capitalized profits (4b), shows it as the 
consequence of a lower interest rate only partly offset by a higher wage 
rate. Versions (c) and (d) use the relation between r and w given in 
(2) to attribute the whole Wicksell effect on the one hand to a lower in- 
terest rate, and on the other hand to a higher wage rate. The multip- 
licity of explanations shows how treacherous is the idea of causation 
amongst interdependent variables. 

Yet the different versions of the Wicksell effect have one common 
feature which is itself a complete explanation. To see this, we first 
write out the logarithmic total differential of (4a) and (4b), giving 
four alternative expressions for a (proprotional) change in the value 
of capital to parallel the four versions of (5) : 


dK aN rt dt dw rt dr 
=F +7peF| + Ce eae 
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@ =[fonary]- [ae + 
(6c) =| ‘ » |- Ee aot & 
(6d) =| i . ]+ [te =) 


Here the terms are grouped by the square brackets into two columns, 
The first column shows the component of a change in the value of 
capital due to ‘‘productive’’ features (more labour, a longer period 
of production, greater output). The second column shows the com- 
ponent due to ‘‘financial’’ features (changes in the wage and interest 
rates). It is easy to verify that the different versions in each column 
are vertically equivalent: i.e. the ‘‘productive’’ component and the 
*‘financial’’ component of a change in K are respectively the same, 
whether considered (a) in terms of cost or (b) in terms of capitaliza- 
tion, and in the case of the ‘‘financial’’ element whether ascribed (c) 
to an interest change or (d) to a wage change. Let us make this dis- 
tinction explicit by defining two synthetic variable, k and p, with the 
following properties at a certain equilibrium point: 


(1) p= 
(0) P= Ft 7 or =S+G55-% 


In these definitions, K is broken into ae components which may be 
interpreted as a ‘‘quantity’’ k, and a ‘‘price’’ (in terms of product) p; 


= is identified with the first column of (6), ana? with the second 


column. The stated properties cannot hold generally, because the pro- 
duct of the integrals of (8a) and (8b) is not, in general, K. Neverthe- 
less the definitions involve no contradiction if they are restricted to 
a particular set of equilibrium values of w, r, and t—namely, those 
prevailing at the equilibrium point for which in any particular case 
the differentials in (5) or (6) are also calculated. We shall return in 
a moment to the question of integrating (8a) and (8b) so as to de- 
fine k and p for other points. 


+2 


Next we can put dK = K at = pdk + kdp in (5a), and 


arrange the result as ge 
», a ° dw _ rt dr 
(50) ae =P ta eS i, 7 1) r ) 


According to the definition of 8 (8b), the second term—which 
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previously showed the Wicksell effect—is now identically zero: when 


the increment of capital is taken as K =, or pdk (‘‘the value of the 


change’’), its marginal productivity corresponds with the rate of in- 
terest. The same result can of course be obtained by a similar sub- 
stitution in the other three versions of (5). Here is the common feature 
of all four versions of the Wicksell effect, that the effect disappears 
when the marginal change in capital is measured so as to exclude 


K ap , or kdp, which is the revaluation of the capital stock resulting 
Pp 


from an associated marginal change in wage and interest rates. The 
Wicksell effect 1s nothing but an inventory revaluation. 

The wage rate, previously given by (2) as the average product 
of labour discounted over the period of production, may now also be 
derived as the marginal productivity of labour. Differentiating (1), 
using (3), and substituting for dt from (8a), we obtain: 


(9) Oe 4 (erty & 


a 
By (1), (2), and (4b), the two coefficients in (9) are the proportional 
shares of wages and profits in output," and“ , respectively. There- 


fore: 

(10) dQ=wdN + rpdk ‘ 
Accordingly, when the quantity of capital k is held constant, 

dQ 

aN" 
The component pdk is the value at ruling prices (in terms of pro- 
duct) of an increment of capital goods, and so corresponds with the 
usual idea of investment, saving, or accumulation. It may be convenient 


v= 


to call (=r) the marginal efficiency of investment, reserving the 


term marginal productivity of capital for a (=rp). In relation to 


our earlier discussion, dk is an increment of capital measured ‘‘in 
terms of its own technical unit’’ (like meccano sets), while pdk is an 
increment measured in terms of ‘‘an equilibrium dollar’s worth’’. 
But we are now a step forward. The definitions of k and p in (7) 
and (8) can be recognized in their essential character as the differen- 
tial definitions of chain indexes of quality and price, by which Divisia 
provided ‘‘ an elegant logical justification’’ of Marshall’s original in- 
vention of the chain index.24 Thus although (8a) and (8b) cannot 
24. Ragnar Frisch, Econometrica 1936, pp. 7-8. The elementary index-number 
formula used to construct each link of the chain will vary, as Frisch points out, 


“according as we choose the approximation principle for the steps of the numerical 
integration”. 
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usually be integrated to give exact measures of k and p, such that 
kp = K at every point, they can in principle be integrated numerically 
in successive small ‘‘links’’ (correcting the weights as each link js 
added) so as to form a consistent pair of chain indexes of the ‘‘quan- 
tity’’ and ‘‘price’’ of capital. With these indexes approximate struc. 
tural comparisons ‘‘in the large’’ between different equilibrium 
situations may be made. The index k enters with N in the production 
function, while the index p measures for each point of the production 
function the amount of accumulation in terms of product necessary 
to achieve a given addition to k—in effect, converting ‘‘an equilibrium 
dollar’s worth’’ at one point into its productive equivalent at another 
point. 

This operation can most easily be visualized by considering a 
special case in which (8a) and (8b) lend themselves to exact integra- 
tion—namely, the case in which the function f(t) is of constant 
elasticity, and may be written f(t) = t¢. Then by (3) rt =a. The 
proportional share of profits in output is also now a constant, which 
it is convenient to write 1—e—’*= 8. Therefore (8a) and (8b) 
become 


a a a 
(sa) a SE oy Pay (s-y% 


and in this form they give immediately the integrals 


ot S den ft 
(a’) k=O, Nt? (b’) p= C2 wor ) 


where C, and C2 are constants of integration.25 The production 
function (1) may now be expressed in terms of N and k, and its 
partial derivatives with respect to these factors of production will 
appear as w and rp: 

(VY) Q=NI-P Ke (2) w= —py% (8) rp = pS 
Given the definitions of k and p in (a’) and (b’), the new system is 
in all respects the equivalent of Wicksell’s, as the reader may readily 
confirm by substitution. Although the wage rate w and the yield (or 
quasi-rent) of a unit of capital rp are derived from the new produc- 
tion function as the marginal productivities of labour and capital, 
it seems at first sight that in order to discover r we must know p, 
and vice-versa. However, in (b’) there is another relation between 


25 In order that k and p may satisfy (7) and (4), Ci: and Ce must satisfy 
a 


C. Co= (e* 1) a 


‘ It is convenient to choose units so that C:=1. This choice accounts for the ab- 
sence from (1’) below of any explicit constant of integration. 
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w,r, and p, which enables r and p to be separately determined once 
the values of w and rp are given at any point of the production 
function.?® 

When the elasticity of f(t) is not constant, this exact formulation 
in terms of k and p is no longer possible ‘‘in the large’’. Nevertheless 
the chain indexes of & and p are available as approximate measures, 
and they will play in principle the same role as k and p in the special 
case just considered.?? 

But why bother to show that with the help of chain indexes the 
neo-classical scheme can approximately mimic the solution of a highly 
artificial problem already obtained in an exact form by Wicksell? 
One answer is that Wicksell’s analysis is exact only when K—the 
value of capital in terms of product—is taken as an independent 
variable. To consider the effect of a given amount of accumulation— 
the forgone consumption of a given amount of product—Wicksell 
too would have been driven to approximations and index-numbers. 
Another answer is that the elements which appear in our definitions 
of the indexes k and p are merely particular illustrations, drawn from 
Wicksell’s model, of the ‘‘ productive’ and the ‘‘financial’’ attributes 
of capital goods that have to be distinguished in measuring their 
“quantity’’ and ‘‘price’’: index-number measurements may still be 
appropriate when capital does not take those particular forms which 
enabled Wicksell to specify its productive effect directly in terms of 
a period of time. 

Wicksell himself thought of the period of production or period 
of investment as no more than a notional index of the time-aspect 
of capital—‘‘a mathematical concept, without direct physical or 
psychic significance’’, but which ‘‘should, nevertheless, be retained 
as a concise general principle, reflecting the essence of productive 
capital’’.28 If Joan Robinson will allow Wicksell in this spirit to draw 
a production function involving N, ¢, and (indirectly) K, she ought 
not to object if others prefer to draw one involving N, k, and (in- 
directly) p: for there is, as we have seen, a method by which one 
scheme may be translated into the other. 

26. In this special case where the production function is such that the pro- 
portional share of each factor in output is constant, there is obviously no difficulty 
in extending the above analysis to cover any number of different factors of pro- 
duction. As far as I can see, the chain index approach in the general case also 
extends to any number of factors, provided that continuous adjustments in factor 
Proportions are assumed to be possible. Champernowne (R.E.S. 1953-54, pp. 121- 
125, 132-135) shows that the chain index in general breaks down for more than 
two factors when techniques are discontinuous. 

27. Of course a chain index is not necessarily a “better” approximation than 
some other kind of index-number. For the present purpose, however, the chain 
index in its Divisia formulation is very convenient, in that it shows a consistent 
way of making approximate measurements “in the large”, while keeping the advan- 


tage of theoretical exactness “in the small”. 
28. Lectures, p. 184. 
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III. Akerman’s Problem 


By the same method, Gustaf Akerman’s problem of durable 
capital equipment—as analysed by Wicksell in a celebrated essay?*_ 
can also be solved in accordance with the marginal productivity 
theory. Wicksell’s analysis was mainly intended to refute Akerman’s 
claim that this could be done. 

In the model which Wicksell developed for the purpose, capital 
consists of axes, which can be made more or less durable by putting 
more or less labour into their manufacture; the optimum life of an 
axe, m years, is chosen to maximize profits; the stock of axes in the 
stationary equilibrium is a ‘‘balanced equipment’’ with a uniform 
age distribution from o to n years; M labourers out of the total labour 
force A are occupied in replacing the mth part of the stock that 
wears out each year, while A-M ‘‘free labourers’’ co-operate with the 
stock of axes to produce a (net) output 7. K is the value of the stock 
of axes (in terms of product), 1 the wage rate, and p the rate of 
interest.®° 


K is evaluated by Wicksell in equation (15) p. 283. With one 
substitution from equation (4) p. 276, (15) becomes: 


1 1 
15.1 on sateen thesia 
( as Ml pn 


Here Mnl is the replacement cost of the whole stock of axes, while 
the bracketed expression can be recognized as the Champernowne- 
Kahn formula for the value of a ‘‘balanced equipment’’ as a propor- 
tion of its replacement cost.*! Differentiating (15.1) as it stands, and 


29. First published in Swedish in 1923, then republished in 1934 with the 
English edition of Lectures, Vol. 1, pp. 274-99). Until the Joan Robinson—Kahn- 
Champernowne papers of 1953-54, this essay seems to have been the only analysis 
available in English of the specific questions posed for (long-run) capital theory 
by durable, depreciable, capital equipment. 

30. Wicksell’s notation is preserved. In this case no attempt will be made 
to re-formulate Wicksell’s model. Assuming that the interested reader will look 
up the original, we give the essentials of the argument with a minimum of in- 
cidental explanation. 

31. Wicksell’s derivation of (15) is explained by R. G. D. Allen, Mathemo- 
tical Analysis for Economists, p. 405. The Champernowne-Kahn formula is de- 
rived by Champernowne and Kahn in four different ways (R.E.S. 1953-54, pp. 
107-111). Joan Robinson reports in her preface that C. A. Blyth has derived it 
independently. 

The underlying principle can be seen in graphical terms. The cost or value 
of a “machine” is equal to its future gross earnings discounted to the present 
moment. Given the prospective earnings at each point of its life, and given the 
rate of interest at which they are to be discounted, a curve showing the machine's 
value as a function of its age will fall from its starting-point at age o (replace- 
placement cost) down to zero at age » years when it falls to pieces. The average 
value of the machine per year of life is the area under the curve divided by » A 
“balanced equipment” of such machines is of uniform age distribution from o to %, 
and so repeats in cross-section the life-history of a single machine. The average 
value per machine in a “balanced equipment” is therefore also the area under the 
curve divided by ». In the particular case when the earnings of a machine are 
at a constant rate throughout its life, the Champernowne-Kahn formula gives the 
ratio of this average value to the original value at age o. 
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then making a substitution from Wicksell’s equation (9) p. 278, we 
obtain the logarithmic total differential of K: 


a5) Se =[ Sr (1—¥) ieee 





v+¢o(v)—1l 


t+ Gean) 


The proportional change in the value of capital is split by the square 
brackets into a ‘‘productive’’ and a ‘‘financial’’ component, just as 


dk 


in (6a) of Part II. Again we identfy — ; with the first component, and 


dp with the second. This time the distinction is easier to visualize. The 


technical unit’’ of capital in which k is measured is in effect a 
standard axe (of given durability and age), while p is the value of 
such an axe, calculated at current wage and interest rates. This follows 
simply from the fact that the second component of (15.2) is the 
differential of (15.1) with respect to / and p, calculated as of constant 
M and n. In the present model the definition of a ‘‘standard axe’’ 
creates no index-number problems: Wicksell’s constant elasticity 
formulae mean that the coefficients in (15.2) are constants, so that 
k and p can be obtained by direct integration as indexes with correct 
and constant weights at every point. Moreover, M is a constant pro- 
portion of the total labour force A (Wicksell, p. 287), and is there- 
fore determined when A is taken as an independent variable. 

The rest follows as in Part II]—the Wicksell effect disappears, 
the production function®? ean be written in terms of A and f, ete. 
In fact, with an appropriate revision or re-interpretation of the 
various constants, our earlier equations (a’), (b’), (1’), (2’), and (3’) 
will now serve as an exact representation in neo-classical form of 
Wicksell’s analysis of Akerman’s problem. 


IV. The Wicksell Effect in Reverse 


One new feature emerges. In the model of Part II increasing K 
(ork) always means increasing p: the wage rate rises and the interest 
rate falls, but the net effect is necessarily a rise in the value of a 
unit of capital in terms of product. Thus the Wicksell effect is an 
apparent absorption of capital. However, in the model of Part III 
it turns out that the two components of (15.2) may very well be of 

32. With k defined as above, it can be shown that the production function 


given by Wicksell in equation (7 bis) p. 287 is correctly reproduced by the 
= of the following serene 


di arto . y+ (r) k 
By Wicksett’s assumptions, the coefficients are constants. 
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opposite sign. So long as the ‘‘convexity’’ conditions for profit 
maximization are satisfied, a higher wage rate and a lower interest 
rate must still accompany increasing K (or k), but the interest 
effect on p may now outweigh the wage effect.2® The value of a 


“‘standard axe’’ may fall. In this event the Wicksell effect goes into 
reverse. 
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When Wicksell calculated a he found again that by this 
measure Akerman’s and von Thiinen’s thesis was ‘‘not verified’’, but 


he found also that in his new model = might actually exceed the 


rate of interest—i.e. he discovered the Wicksell effect in reverse. This 
phenomenon left Wicksell very puzzled, and caused him to admit that 
his previous explanation, in terms of the absorption of capital in in- 
creased wages, was ‘‘not general’’.*4: 

Once it is realized that the Wicksell effect merely reflects a re- 
valuation of the capital stock, it is no longer puzzling that it may go 
in either direction. When wages rise and interest falls, whether the 
value of a ‘‘standard axe’’ goes up or down in terms of product may 
be expected to turn (broadly speaking) on a comparison of the re- 
lative importance of the two factors for the axe on the one hand, and 
for the product on the other. In general, there is no presumption 
either way. But in Wicksell’s previous models, before his analysis 
of Akerman’s problem, the product typically emerged only at the last 
and most ‘‘capitalistic’’ stage of production. In such models (as in 
Part II above) a higher wage rate and a lower interest rate must 
depress the final product, and elevate the goods-in-process at the 
earlier stages, in relative value. Hence Wicksell’s surprise on finding 
himself at the age of 72 in a new world of durable capital equipment, 
in which this rule no longer applies. 


33. Here we are looking at capital from the viewpoint of cost, as in (6a). 
It is possible as before to express“! in terms of either the wage rate or the 


interest rate alone. For instance, corresponding with (6c), the second component 
of (15.2) may be written: 


dp _ Pee ee 
p=-[r+ea . aealt 


The second-order maximization conditions imply that 8 and » are each less 
than unity, and that the denominator of the third term is positive. But the sign 
of the sum within the brackets (which in (6c) is always positive) depends on the 
relative magnitudes of 8 and ¥; it can be negative if 8 is small and » neither very 
near unity nor very near zero. 


34. pp. 292-293. It is interesting to note that Wicksell in these pages ¢x- 
perimented with the possibility of adjusting his measure of the increase in capital, 
by deducting the effect of the rise in the wage rate, precisely as we have done in 


defining ae and dp . He failed to reach the same conclusion only because he did 


not allow for the lower interest rate as well as for the higher wage rate. 
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What is more puzzling is why Joan Robinson thirty years later 
should write as if she and Wicksell were both back in the old world 
where capital was goods-in-process. Her rule that ‘‘at a lower wage 
rate there is a smaller value of a given type of machine’’ need not 
hold even for Wicksell’s hand-made axe, far less for a typical 
machine, itself a capitalistic product.*® The revaluation of a given 
machine in an opposite direction to the wage rate (in the same 
direction as the interest rate) is a reverse Wicksell effect, but there is 
nothing perverse about it®*, and in general it is just as likely to 
happen as its obverse, the original Wicksell effect. 

Most puzzling of all is how the possibility of a shift in relative 
value between capital good and product in an unpredictable direction 
can become in Joan Robinson’s hands ‘‘the key to the whole theory of 
accumulation and of the determination of wages and profits.’’ 


35. The influence of interest on the value of an axe is confined in (15.1) and 
(15.2) to the Champernowne-Kahn term of (15.1)—i.e. to the effect of the in- 
terest rate on the value of a “balanced equipment” of axes as a proportion of its 
teplacement cost. The latter consists of labour cost alone. If axes were themselves 
made with the co-operation of capital, their replacement cost would also contain 
interest element, and it would be much easier for the reverse Wicksell effect 
© occur. 

36. The perverse case discussed by Joan Robinson, in which a higher wage 
rate and a lower interest rate make a less mechanized technique relatively profit- 
able, has nothing to do with the direction of the Wicksell effect, though one 
ow easily get the impression that Joan Robinson thinks it does (see R.E.S. 
1953-54 pp. 95-96, 106, and The Accumulation of Capital, pp. 109-110, 147-148, 
418). The perversity arises essentially from a failure over a certain range of the 
second-order (“convexity”) conditions for profit maximization, as indeed Wick- 
sell pointed out in his analysis of Akerman’s problem (pp. 294-297, especially the 
footnote on p. 295). Only in his earlier goods-in-process model would a reverse 
Wicksell effect imply the failure of those conditions, and so perversity. 











NOTES 
THE ECONOMICS OF BEEF CATTLE 


Just where does technical information end and economies begin? 
Or, if we listen to all those who have written on this subject, should 
we not pose a more difficult problem still, namely, how first to dis. 
tinguish farm or business management (which may be defined as the 
execution of general instructions) from policy, or the giving of those 
instructions ; and then to draw the boundary between the study of the 
policy of a business or farm, and economics? Is economics primarily 
concerned with the action (or inaction) of legislators and adminis- 
trators, and only interested in the policy of individual businesses in 
so far as it has some bearing on public issues? 

These are questions which should be worrying the economist in 
respect of every form of production and distribution; but they are 
also posed very significantly by Mr. Beattie’s recent bulletin on beef 
cattle. 

This article arises not only in respect of Mr. Beattie’s bulletin, 
but also in respect of a number of other C.S.1.R.O. publications over 
the last twenty years. C.S.I.R.O. researchers, who include some ex- 
tremely able men, generally tend to use the word economics in their 
own sense, namely, the recording of costs, and the drawing of deduc- 
tions therefrom about the policy which a business or farm should 
follow. (The word policy is here used as distinct from management, 
as defined in the first paragraph; not everybody makes this distine- 
tion, but it is a useful one for our present purpose.) 

There have been many (some say too many) definitions of what 
should constitute the true scope of economics. Some of these definitions 
are found to be distinctly uncertain when we try to apply them in 
the concrete. There are also unfortunately plenty of tendentious de- 
finitions of economies in circulation, which conceal an implication that 
some particular form of society is the only desirable one. 

Personally, I do not hold that either the subject matter or the 
objectives of economies relate solely to the actions of legislators and 
public administrators. The policies of individual businesses, in my 
opinion, do form part of the subject matter of economics. Going fur- 
ther, we can say that the making of recommendations about the policy 
of individual businesses may also be one of the objects of economics. 

If the above is agreed, then C.S.I.R.O. are quite entitled to use 
the word ‘‘economiecs’’ for that part of their studies which touches 
this field. 


~ Beef-Cattle Industry of Australia. Bulletin No. 278, C.S.1.R.O., Melbourne, 
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But on the other hand it is a really dangerous mistake to think 
that studies of the policy of individual businesses or grazing properties 
constitute the whole of economics. Economics also necessarily demands 
a study of the movements of markets, which are outside the control, 
sometimes outside the knowledge, of individual businessmen, of the 
jmmediate and ultimate effects of the actions of government, and so 
on. There is a danger of such a partial approach to economic problems, 
when they are studied by men whose background is predominately 
technical and scientific. This criticism must to some extent be levelled 
against Mr. Beattie’s report. 

Many outstanding graziers’ leaders, C.S.I.R.O. representatives 
and Parliamentarians concerned with beef cattle, appear to be of the 
opinion that the economics of the problem are now well understood. 
In fact, on some of the most important economic aspects of beef pro- 
duction, which after all is one of Australia’s most important indus- 
tries, our knowledge is gravely inadequate; and what knowledge there 
is has not been properly disseminated. 

This contrast, between a masterly understanding of the problems 
of policy for an individual business, accompanied by a misunder- 
standing of or failure to discuss the wider issues of prices, markets 
and the actions of governments—is very apparent in Mr. Beattie’s 
report. 

He gives a brilliant summary of the successive ‘‘stages of improve- 
ment’’ of any undeveloped cattle property. The most primitive, and 
unfortunately still the most prevalent method way of running it is 
the ‘‘open range’’, a large area over which all the cattle can range 
freely. Mr. Beattie points out the serious economic losses which this 
entails—crowding near the waterholes, with consequent dust for- 
mation and silting of water-courses, severe losses of young cattle, pre- 
mature mating of heifers, difficulty of checking scrub bulls. There are 
in fact some districts in Queensland and the Northern Territory in 
which the cattle have quite literally gone wild. 

The first stage of improvement is to fence off, on the best land, 
a bullock paddock, to fatten stock before sale. The second stage of 
improvement consists in providing additional watering points, from 
bores or from dams, which make it possible to restore deteriorated 
water frontages, and to provide a reserve of fodder. This also reduces 
the distance which the cattle have to walk during dry weather, and 
thus reduces the loss of young stock. 

The third stage of improvement involves the separation of the 
cows and calves and the building of yards, so that cows can be selected 
for their breeding qualities, and the poorer cows culled and spayed. 
The fourth stage is to separate the maiden heifers so that they will not 
breed too early. Finally, the fifth stage is the introduction of new 
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blood to improve the herd, which is only possible when the bulls haye 
been reduced in number and kept under control. 

The apportionment of land between cattle and sheep is also very 
well discussed. Mr. Beattie strongly urges the point that cattle may 
perform the useful biological function of returning to the soil the 
fibre from the large coarse plants, which sheep will not eat. 

By these methods, which involve only a very moderate expen. 
diture, mainly own labour and the purchase of fencing wire, the pro. 
ductive capacity of cattle properties can be, and is being built up. 

We can spend much more money, at any rate on paper, when we 
come to deal with water. Mr. Beattie writes very sensibly about the 
building of small dams and turkey nests. These involve more invest- 
ment, though still mostly done by the grazier himself and the local 
bull-dozing contractor. To show how productive well-watered land 
ean be, Mr. Beattie quotes an example of 42 acres of irrigated land in 
one of the southern States, which fattened 70 purchased store cattle 
per annum, and in addition maintained a breeding herd. The cost of 
providing and maintaining irrigation of this intensity, however, is 
considerable, and we must still await a precise analysis of costs and 
returns. 

Regarding the larger irrigation projects, which are obviously 
uneconomic to a fantastic degree, Mr. Beattie maintains a cautious 
silence. Apart from condemning some of Queensland’s long-past errors 
of the 1920’s on the Dawson River, he makes no reference to the still 
worse errors now proposed. 

Mr. Beattie gives one table (on p. 26) which shows all the most 
important coefficients determining the productivity of each cattle re- 
gion in Queensland, the Northern Territory, and the Kimberleys. The 
table covers average carrying capacity per square mile, rearing per- 
centage, number of years required to bring a bullock to maturity, and 
average dressed weight. Even though they can only be very approxi- 
mately given, these are just the factors which the economist most re- 
quires from the technician. 

By further analysis of the values of different beef-producing 
lands, using Mr. Beattie’s coefficients, comparing them with State data 
for land tax and shire rating valuation, we should eventually be able 
to demonstrate, in truly classical style, that element in the value of 
land which arises from position, or transport advantage. Comparative 
proximity to urban centres conveys a three-fold transport advantage 
—(1) Less cost, and still more important, less deterioration, in mov- 
ing fat stock to the abattoir; (2) less cost in transporting stores to 
the cattle station; (3) greater ability to obtain labour, at any given 
wage. , 
But in his own text Mr. Beattie shows little comprehension of 
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the theory of rent, and the information which he gives on costs is so 
ganty as to be valueless. He betrays a dislike of accountants, and of 
their methods of reckoning, which many economists share; but he is 
not himself able to indicate any better method of analysis. 

On transport, Mr. Beattie’s comments are disappointing. He de- 
mands railways, in fact he says that they are ‘‘obviously needed’’; 
but apparently he does not consider it necessary properly to examine 
the relative costs of rail and road transport. Road transport, he says, 
will cost twice as much per ton mile as rail transport. Apparently 
this conclusion is based upon the charges made by railway systems 
whose capital cost was written off long ago, and which are often not able 
to meet even their current running costs without a large debit to the 
taxpayer. If we included full interest and depreciation on the capital 
cost of constructing a new railway, for a limited traffic, road transport 
would almost certainly prove cheaper. 

Mr. Beattie rejects, albeit in very moderate language, the extra- 
ordinary project, which took in some of the hardest-headed men in 
Queensland, for building railways to the ‘‘Channel Country’’ in the 
extreme south-west of the State. The idea of these railways was that 
they should be available for bringing in store cattle from the North, 
and bringing out fat cattle eastwards, in the occasional years when 
the Channel country is flooded, and produces abundant herbage. He 
points out that, apart from all other considerations, it would be quite 
impossible to assemble sufficient store cattle at short notice. He might 
have added that, had any practical railwayman been consulted, the 
costs of working such a line would also have been found to be ex- 
tremely high. 

In general, Mr. Beattie is still too tolerant of projects for railway 
building. These are talked about ad nauseam in political circles, in 
Britain as well as in Australia. The reason is not only that they give 
the politicians that for which they are always hungering, namely some- 
thing large and spectacular to talk about. More seriously, this talk 
about impracticable railways serves all too well to distract attention 
from many other important economic issues, such as wages, land 
tenure, export prices, and so on, on which politicians have failed to 
take the action which they should have taken. 

“Air-Beef’’, another fantastically expensive project which has 
received a great deal of undeserved publicity, is first given a cautious 
commendation (pp. 51-2). Mr. Beattie implies that the cattle stations 
have benefited thereby, but states that the issue needs re-examination. 
Then, he goes on to say, (pp. 76-7) that the scheme is very expensive, 
and that in any case it is on so small a scale that it can be of no great 
importance. Apart from the high costs of the transport itself, nearly 


all the by-products have to be wasted under such a system. The cost of 
G 
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transporting slaughtermen with even the simplest equipment to inland 
killing stations is also very great. These same criticisms apply, in g 
lesser degree, to slaughtering even at Wyndham. So remote a plant, on 
such a small scale, is necessarily unable to treat all classes of cattle 
economically. 

On the really important question of land tenure Mr. Beattie can 
hardly even make his meaning clear. He makes a cautious case for 
resuming some of the larger properties, but gives no criteria for dis. 
tinguishing good occupiers from bad. 

It is to be feared that this report, which contains so much valuable 
information, may nevertheless do a good deal of harm, just because 
of the things which it leaves out. Already there has been too success. 
ful a pursuit of diversionary tactics, talking about new railways and 
Air-Beef, irrigation projects and so on, in order to distract attention 
away from the restrictive terms of the Australian-British Marketing 
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Agreement, and the inadequate level of stockmen’s wages. If labour! 
is to be attracted to cattle stations, high wages will have to be paid to 
stockmen. Mr. Beattie will not admit this. Wages, he says, are “only| 
one element in a complex problem’’. 

Mr. Beattie appears to have little knowledge of, or interest in. 
the supply and demand factors determining the price of beef on th 
export market. He does not discuss the interesting, and only partially 
understood, long-period cycles, which do occur on the world market. 
The sudden fall in prices in 1921, for instance, he attributes, quite 
erroneously, to ‘‘ European currency collapse’’. His closing comments 
on marketing policy, which he curiously describes as ‘‘ public finance”, 
are of no value. 

If we want better prices for Australian beef in the future, we 
shall have to do (amongst other things) what New Zealand has done. 
and claim the right to sell beef anywhere in the world, not restrict 
exports to the British market, and to a limited number of trading 
firms. 

CouiIn CLARK 


Agricultural Economics Research Institute, 
University of Oxford. 
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THE INFANT-INDUSTRY ARGUMENT IN RELATION TO THE 
PROTECTION OF THE COTTON INDUSTRY IN AUSTRALIA 


The infant-industry argument for tariffs was put so clearly by 
John Stuart Mill, that one cannot do better than recapitulate a 
few lines from his Principles. 


“‘The only case in which, on mere principles of political 
economy, protecting duties can be defensible, is when they are 
imposed temporarily (especially in a young and rising nation) 
in hopes of naturalizing a foreign industry, in itself perfectly 
suitable to the circumstances of the country. The superiority 
of one country over another in a branch of production often 
arises only from having begun it sooner. There may be no in- 
herent advantage on one part, or disadvantage on the other, but 
only a present superiority of acquired skill and experience. A 
country which has this skill and experience yet to acquire, may 
in other respects be better adapted to the production than those 
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analysis of the elements of skill and experience referred to above, 
and also of those other respects in which the location of the cotton 
industry in Australia may or may not be a favourable one. 

For the purpose of analysis the operations in cotton manufac- 
turing may be divided into those using an established technique 
and those using one which is still developing, or perhaps more 
exactly into those where the rate of technical innovation is low and 
those where it is high. In the latter case the rate of innovation may 
be so high that a newly developing industry cannot keep up-to-date 
‘and in extreme cases may even become obsolete. In general, however, 
the cotton industry is technologically mature, and only in certain 
sections of the finishing industry which are closely associated with the 
‘mechanical and chemical sciences is the rate of innovation high. 

The main difficulty in developing the established technique 
lies in the fact that, perhaps because of the properties of the 
natural fibre and the inter-action of the various processes, the cotton 
industry embodies in its ‘‘know how’’ a large element of craftsmanship 
| or skill. Its processes cannot in general be described in such detail 
; that a list of instructions can be given for every job and the necessary 
ability must be acquired by experience. Although machinery is more 
automatic than it used to be, and more and more instruments are 
now used to control operations which were previously a matter of 
individual judgment, the skill element over a wide field has not yet 
been rationalized. 

The degree of skill is not uniform over all operations, e.g. a high 
degree of skill is needed to set a combing machine, nor is it indepen- 
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dent of the type of goods made. First of all increasing technic 
difficulty requires increased skill. Thus the dyeing process can be 
put in grades of increasing difficulty and of increasing machine com. 
plexity starting with sulphur colours and direct dyes and ending 
with vat dyes and resins, or in the case of weaving starting with 
plain coarse cloths and ending with fancy weaves and mixed warps, 














Secondly, a higher degree of skill is required in the maintenance off i 


quality, that is, of a consistent standard, since this requires careful 
supervision and careful machine adjustment and upkeep at eve 
stage. Finally, a higher degree of skill is required in the productio 
of fine goods since in this case faults and imperfections are more 
rapidly discernible, more careful handling of the material is re: 
quired, and more precision is needed in the adjustment of machines, 
The degree of skill achieved influences the level of labour ¢ 
which form the main item in processing costs. Other costs decidi 
the location of industry are those involved in assembling the materi: 
to be processed. In this respect the cotton industry shares with Aus. 
tralian secondary industry generally in the unfavourable level of 
transport costs. Some degree of protection is in fact given to the 
cotton industry in so far as the cost of transporting cloth is higher 
than the cost of transporting raw cotton. It costs about 1d. per lb 
more to import cotton from the United States to Australia than t 
the United Kingdom, but this is more than offset as far as the com 
petitive position of the local industry is concerned by the cost o 
transporting cloth from the United Kingdom to Australia which, 
including packing charges, amounts to about 6d. per lb. on medium; 
weight cloths. The net effect of this is to give a protection against 
U.K. cotton cloth in the Australian market of about 3 to 5 per cent 
ad valorem and ranging from 1d. per square yard on fine light: 
weight cloths such as voiles to 2d. per square yard on heavy clot 
such as furnishing fabrics or drills. Otherwise transport costs ten 
to affect the industry adversely since the cost of all imported materi 
is raised to some extent above those in their countries of origin. The 
most important of these is the cost of importing and assembling tex 
tile machinery which adds about one-third! to the total cost of installa: 
tion compared with that in the United Kingdom and, as may be seet| 
from the table below, raises the cost of production on medium-weight) 
cloths by about 10 per cent or 2d. a yard. A further added cost aris- 
ing from the unfavourable location is that, because of supply and 
shipping delays, mills in Australia are obliged to carry large stocks 
e.g. twelve months supply of replacement parts compared with ont 








1. Freight and insurance amount only to 5 per cent but packing and handlis 
charges on machinery are very heavy, amounting to about 15 per cent, while 
installation charges add a further 10 per cent. 
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month in the United Kingdom and much larger stocks of cotton. As 
aresult working capital tends to equal half of fixed capital compared 
with about one-sixth in the United Kingdom. This increases costs 
once more by about 1d. per yard. 

It may be useful, therefore, to distinguish three stages in the 
development of the Australian cotton industry. The first, which as 
indicated above can be broken down into sub-stages of increasing 
difficulty, is that of developing the necessary skills. This is the stage 
in which the Australian cotton industry is to-day. It supplies only 
the coarser cotton goods; about half the requirements of domestic 
sheets and towels and the heavier men’s wear fabrics such as drills, 
dungarees, ete. The fine shirtings and the great bulk of women’s 
wear fabrics are imported. The yarn spun is practically all under 50’s 
count and most of it below 30’s. 

As finer goods are produced, both labour and capital costs will 
rise very rapidly, since output per operative is necessarily lower, 
while capital employed per operative tends to increase. This may be 
illustrated in the case of cloth manufactured in a newly-erected mill 
working under United Kingdom conditions of wages and efficiency 
as shown below. 


PRODUCTION AND CAPITAL PER OPERATIVE2 
(New Spinning-Weaving Mill, Automatic Looms, double shift (75 hrs.) basis) 


PROTECTION OF THE COTTON INDUSTRY 





Coarse cloth 
50/50, 16’s 
3-4 sq. yds./Ib. 


Medium cloth 
75/75, 36’s 
5:2 sq. yds./Ib. 


Fine cloth 
100/100, 64’s 
6-9 sq. yds./Ib. 





Fixed capital per 


operative . Bil e £6,000 £7,500 £9,000 
Production per operative 

ee 20 yards 14 yards 12 yards 
Wages/hour .. 40d. 40d. 40d. 

















(a) Taking the cost of erection of a spinning mill, including buildings, at 
£40-30 per spindle for counts, 16’s-64’s and of a weaving shed £1,000 per loom. 
Deployment 200-400 spindles per operative and 5-7 looms (16-25 per weaver). 


If we reckon interest charges at 10 per cent and depreciation at 
6 per cent (10 per cent on machinery, including repairs, and 2 per 
cent on buildings) and one-sixth variable capital, then costs of pro- 


duction on a double shift basis of seventy-five hours take the following 
form : 





d/per yd. d/peryd. d/per yd. 


Wages and salaries .. .. .. 2-5 3-6 4-1 
ee ar ar er 3-3 6-0 8-4 
Power, heating and expenses .. .. .. .. .. .. 1:2 1-8 2-1 
MINE eee is LN aa ack Med aed, om salt ae ee 8-1 6:1 

Jc) eee a ae 19-5 20-7 





2. From a note by the author on “The Protection of the Cotton Industry in 


Australia and South Africa”, published in The South African Journal of Economics, 
March, 1956. 
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Under Australian conditions capital costs would be about one. 
third higher, while output per head would fall off more rapidly if 
the manufacture of fine goods were attempted. The cost of production 
of such goods would therefore rise even more rapidly than as shown 
in the above table. It follows that whatever level of protection is ade. 
quate for coarse cloth is inadequate for fine. 

The second stage of development which, of course, overlaps to 
some extent with the first is the gradual attainment of external 
economies arising from the establishment of the textile machine 
industry, from improved transport facilities and from the increase 
in industrial ‘‘know how’’ generally, and which finds expression in 
the view that industrial development tends to increasing returns, 
At the completion of this stage the industry might be as efficient as 
any other in terms of productivity and the original infant-industry 
argument for protection would have to be abandoned. There is no 
reason to suppose, however, that from the point of view of com- 
parative costs the industry would prove competitive. It is more likely 
that it would enter a third stage in which, like the textile industries 
of Western Europe, it would seek protection from the low wage 
producers of the East. 

The problem of protection is in fact a very long-term one and 
it is therefore important that the technique of applying it should be 
adapted to this prospect. The object of policy at the present stage 
of development of the industry is to permit the expansion of the 
cotton industry without undue cost to the rest of economy. In prin- 
ciple, this is done by protecting only that part of the industry which 
is reasonably competitive at any time. This may be done either by 
defining the goods to be protected and placing a duty on them, or by 
placing a duty on all cotton products but at a level which is only 
high enough to protect the more competitive section of the industry, 
e.g. excluding prints or fine cloths. At present the Australian Tarif 
Board follows the first method and has run into considerable ad- 
ministrative difficulty in an attempt to define cloths according to 
certain end-uses, e.g. drills for use in men’s and boys’ clothing, and 
limiting protection to them. In practice it seems that protection by 
a tariff on types leads inevitably to evasion on the one hand and a 
claim for extended definition on the other, and that the only com- 
pletely satisfactory way of giving protection on this basis is by 
means of a subsidy directed especially to the types concerned. The 
alternative of a flat specific or ad valorem duty poses instead only 
the question of the level of duty, which perhaps admits of a more 
rational calculation based on the level of skill reached by the industry 
at any time. 

R. Rosson 


Manchester. 
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FIRST ANNUAL REPORT OF THE NEW ZEALAND 
DEPARTMENT OF STATISTICS* 


Among the many measures of an economy’s level of development 
are usually included, for the obvious reasons, the extent and calibre 
of its official statistics. By this measure New Zealand, for a long time, 
has ranged high. There is a tendency, however, for the users of official 
statistics to take what are published for granted and to concentrate on 
the deficiencies, when discussing their adequacy. Hence it can be a 
salutary experience to read this report, which is the first to be pre- 
sented to the House of Representatives by the Government Statistician 
covering the activities of his Department. 

It is made in accordance with the Statistics Act, 1955, and, being 
a ‘‘first’’, is largely confined to modest, informative yet brief descrip- 
tions of the history of the Department, its administration, services, 
major statistical projects during 1955-56 and activities during that 
year. Wisely, it includes brief sections on the need for co-operation 
by the public and the secrecy provisions in the new Act, which may 
assist the Department to overcome delays in the publication of statis- 
ties caused by the tardiness of a few people in forwarding schedules. 

That the Government Statistician and his Department are pro- 
gressive in seeking to improve their service and that they command 
considerable stature is clear from the report. A number of organization 
and methods projects, such as the introduction of peg-board tabulation 
on the major compiling branches and the development of a New 
Zealand Industrial Classification based on the U.N. International 
Classification of all Economie Activities, have been undertaken in the 
past three years; a Research and Technical Unit was set up in 1953 
among other things to revise existing statistical series and to in- 
augurate new series as required; a Central Research Index (of work 
on economic subjects and social matters closely related to economics 
or having economic implications) is maintained to assist research 
workers; new equipment has been introduced; and some major pro- 
jects, for example a full set of national income sector accounts and 
a special survey of working life (a pioneering effort described in de- 
tail in an appendix) have been either continued or completed. 

Apart from the preparation and publication of a wide range of 
statistics (29 annual statistical reports, 1 monthly—the indispensable 
Monthly Abstract—1 quarterly (retail trading statistics) and 2 special 
reports) the Department during the year carried out a wide range of 
activities. It furnished 11 statements to the recent Monetary Commis- 
sion, performed work for other Departments, provided speakers for 
addresses, exchanged information with other Commonwealth countries, 


*Government Printer, Wellington, 1956. 
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while the Government Statistician represents New Zealand on the 
Statistical Commission of the United Nations. 

The first report of a Department as important and as lively as 
this one is deserves to be read by all who are users of statistics, by all 
who are interested in improving the data used in policy formulation, 
and by all who are interested in the operations of a Government 
Department. 
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NEWS AND NOTES 


In recognition of the distinguished services of the late Professor 
R. C. Mills, both as an economist and in the wider field of public ser- 
yiee, an appeal has been launched for donations to the University of 
Sydney to an R. C. Mills Memorial Fund. Provided donations reach 
an adequate capital sum, it is proposed to use the income to finance 
the delivery and publication of a periodical public lecture to be called 
the R. C. Mills Memorial Lecture. At the end of September, 1956, the 
Fund stood at £1,145. Donations, which are tax free, should be sent 
to The Registrar, University of Sydney. 


A conference of agricultural economists is being convened in 
Sydney on 20th and 21st February, 1957. A programme of technical 
discussions is being arranged. Consideration will also be given to a 
proposal to form a permanent Australian professional organization of 
agricultural economists. Further information concerning the confer- 
ence may be obtained from the secretary: Dr. K. O. Campbell, School 
of Agriculture, University of Sydney. 


The United States Educational Foundation in Australia is in- 
viting applications for scholarships, travel grants and supplementary 
dollar aid to Australian Research Scholars and Lecturers wishing to 
engage in advanced research or lecturing at American universities 
or other approved institutions of higher learning during the academic 
year 1957-58. Full information and application forms may be obtained 
from the United States Information Service, Box 89, G.P.O., Can- 
berra, A.C.T. 


List of Branch Secretaries 


Victoria: D. M. Hocking, Department of Economies, University 
of Melbourne, Carlton, Vie. 


New South Wales: R. D. Clark, M.L.C. Assurance Co. Ltd., 
Box 1598, G.P.O., Sydney, N.S.W. 


Western Australia: W. R. Rogers, 25 Hobbs Avenue, Dalkeith, 
W.A. 


South Australia: J. G. Medwell, Department of Economics, 
University of Adelaide, S.A. 
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Tasmania: D. E. Kirby, Box 665E, G.P.0., Hobart, Tas. 


Queensland: G. Price, Department of External Studies, Univer. 
sity of Queensland, St. Lucia, Brisbane, S.W.6, Qld. 


Canberra: W. P. Hogan, Department of Economics, Australian 
National University, Canberra, A.C.T. 


Wellington: I. F. E. Wilson, 328 Lambton Quay, Wellington, N.Z. 


Christchurch: W. Rosenberg, Canterbury University College, 
Christchurch, N.Z. 


Dunedin: A. D. L. Lamont, 16 Asquith Street, Dunedin, 8.W.1, 
N.Z. 


Auckland: A. R. Bergstrom, Economics Department, University 
College, P.O. Box 2553, Auckland, N.Z. 
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REVIEWS 


Private Capital Formation in Australia: Estimates 1861-1900. By 
N. G. Butuin. (The Australian National University, Canberra, 
1955.) Pp. 166, 25/- Aust. 


This monograph is a companion to the earlier one on public 
capital formation reviewed in a previous issue of this journal (Novem- 
ber, 1955). It is now possible to make a better assessment of the work 
that Mr. Butlin has so painstakingly undertaken. 

The first chapter of the monograph represents the interpretation 
by Mr. Butlin, gua economic historian, of the estimate he has made. 
Some of these points will be discussed later in the review. 

The second chapter is concerned with the concepts and measures 
used. Capital Formation is defined as ‘‘the annual additions to stocks 
and annual flow of goods and services required in the construction, 
extension and maintenance of durable assets’’ (pp. 27-28). New 
Capital Formation is then defined as specifically excluding replace- 
ment. Three main methods of determining the estimates are used: 
(a) the annual flow of goods and services for the construction of new 
durable assets; (b) the annual change in the volume of assets, mul- 
tiplied by the current construction or replacement cost and (c) the 
annual change in the value of assets. The difficulties involved in 
these various methods are carefully outlined, never minimized, and, 
one feels, convincingly overcome. It is pleasant to see the discussion 
on the role of private capital accumulation by livestock increases. 
Too little attention has been paid to this matter in the literature here- 
tofore and it is clearly a problem of current interest in a macro- 
economic analysis of mainly livestock economies. There is perhaps a 
lot more that needs saying in this context, but this is a very good 
start. 

The third chapter is concerned with the sources and methods used 
in the actual estimates. The categories of private investment considered 
are residential, shops and church building, shipping, industrial, min- 
ing, and agriculture and pastoral, the latter not including livestock 
accumulation. These are obtained for each state excluding Western 
Australia and the Northern Territory. Gross estimates are first ob- 
tained, and then new capital formation obtained by subtracting main- 
tenance estimates which have been separately obtained. The ingenuity 
displayed in obtaining the gross estimates can only excite admiration. 
Detailed analysis is given for the Victorian estimates in most cases 
and it is quite enthralling to follow these through, and one feels fairly 
happy about their reliability. Mr. Butlin himself is obviously unhappy 
about his maintenance figures. Thus, for example, residential mainten-. 
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ance expenditure, for all states, is calculated on the basis of the re. 
turns made by the Victorian Department of Education on the 600 to 
1,000 school-houses under their control. The figures may be the only 
ones available, but the mind boggles at the possible range of error 
when one reads (page 54) ‘‘the Reports give a highly variable repair 
and replacement bill ranging from fivepence to ten shillings and 
fourpence per room per annum ... Converting these figures to con. 
stant prices, using the building price index appropriate to weather. 
board structures we have an average repair bill of 47.34 pence per 
room per annum in 1879 prices. Taking this as four shillings per room 
per annum, we apply it to the whole range of Victorian residential 
rooms in each year. Conversion of the result to current prices gives an 
estimated residential repair and replacement bill for Victoria as a 
whole’’. Later, this figure is used for all other states, and, indirectly, 
for shop maintenance again in all states. The implications then seem 
to be that maintenance expenditure is cyclically sensitive only in terms 
of price, and any physical postponement of maintenance in depression 
is assumed away. A similar result would seem to follow for most of 
the remaining categories. The reviewer is forced to the feeling that 
all the maintenance figures can claim to show is their likely order of 
magnitude, but that the year-to-year changes are probably not to be 
relied on. 

The Appendixes contain the main bulk of the tables. One may 
suggest here that it might have been kinder to warn the user again 
(by footnote) that Western Australia and the Northern Territory are 
omitted, and it is unfortunate that for 1862, 1871, 1874, 1875, and 
1880, ‘‘New Capital Formation’’ (Table I) does not equal ‘‘Gross 
Capital Formation’’ (Table III) less ‘‘Maintenance’’ (Table II) as 
by definition it should. (The reason is clearly doubts about the ‘‘Min- 
ing and Quarrying’’ figures). One would also like to have seen, 
either in the textual or appendix tables, aggregate ‘‘Public plus Pri- 
vate’’ figures, by colonies. It is pleasant to see that the request of 
most reviewers of the earlier monograph that we might have some 
graphs has been partially met. 

In conclusion we may return to the discussions of the first chap- 
ter, and in particular the section dealing with the relations between 
private and public capital formation, where Mr. Butlin develops his 
long-held thesis regarding the complementarity of public and private 
investment. On page 19 he writes ‘‘throughout the whole forty year’, 
public and private capital formation moved in the same direction it, 
at most, (sic) only twelve years’’. Examination of the figures in Tables 
F and H and of Graph III shows formal agreement in at least sixteel 
years. Mr. Butlin may have extracted a trend (which could reduce the 
figure) or have some private range of error round his figures which 
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leads him to discount small movements in either direction, but, if so, 
he should let us know. The picture for the individual states is much 
the same (N.S.W., 18; Queensland, 19; S.A., 23; Tasmania, 15; Vic- 
toria, 17). The reviewer must confess to grave doubts as to whether 
it is possible through the whole of this period to speak of an ‘‘ Aus- 
tralian’’ economy (albeit excluding Western Australia and the Nor- 
thern Territory). The data show the same direction of movements in 
four or five states out of the five in 17 years out of 30 for public in- 
yestment and in 19 out of 30 for private investment. This does not 
appear very convincing evidence of similar movements in National 
Income, which would appear at least one major requirement before 
one can aggregate the colonies into one economy. Analysis of the re- 
lations between both public and private investment in N.S.W. and Vic- 
toria, which dominate the aggregate picture, show the same direction 
of movement in public investment in 16 out of 30 years, and 20 out of 
30 in private investment; of these eight in public investment, and ten 
in private, derive from the last ten years of the period. The evidence 
would seem to suggest that aggregation was reasonably justifiable in 
the ten years before federation, while for the earlier period, if it is to 
be justified at all it must be from other considerations such as historical 
evidence of the free mobility of factors. At least, the appropriateness 
of aggregation is worthy of discussion. Moreover the apparent com- 
plementarity between the colonies may be as important as the public- 
private relation on which Mr. Butlin concentrates. 

The criticisms levelled by the review are essentially minor in 
character. The work has thrown down a challenge to economic his- 
torians and econometricians who now cannot complain of a lack of 
data upon which to work. These two studies are undoubtedly a land- 
mark in Australian academic economic studies. 

R. 8. G. RuTHERFORD 
Unwersity of Sydney. 


Rural Industries in the Australian Economy. By Ian SHannon. (F. 
W. Cheshire, Melbourne, 1955.) Pp. 150, 22/6 Aust. 


There is an entertaining legend to the effect that C. R. Fay, one 
of Marshall’s devoted disciples, when travelling in Canada, journeyed 
purposefully north-westward, watching the cultivated area thin out 
and gradually disappear. On reaching what appeared to be the very 
last plot of cultivated land, he dashed into the nearest post office and 
wrote a posteard to Marshall, saying that he had at last actually seen 
the marginal producer. 

Mr. Shannon, a countryman from land which is just on the 
economic borderline between sheep and wheat in South Australia, also 
sees the world from a rather unusual angle. 











378 THE ECONOMIC RECORD Nov. 


After studying at Roseworthy and Adelaide University, and 
serving in the Royal Australian Navy, Mr. Shannon came to Oxford 
to take the Diploma in Agricultural Economics and then obtain a 
B. Litt. on a thesis which forms the nucleus around which this book 
was written. The reviewer supervised the writing of Mr. Shannon’s 
thesis. But in his preface Mr. Shannon takes full responsibility for the 
text himself; and, in any case, he has added to it (and considerably 
improved it) since leaving Oxford. So the reviewer can approach it 
almost as if it were a fresh piece of work. 

There has been little discussion in the last twenty years—and this 
is really surprising, considering that it is probably Australia’s most 
important economic problem—of the effects upon agriculture of the 
policy of protecting and encouraging manufacture. After what Mr, 
Shannon describes as the ‘‘classical’’ Report of the Economists of 
1929, there came Giblin’s Fisher Lecture of 1936 (a document which 
Mr. Shannon regards less respectfully than does the reviewer) and an 
interesting—but little used—analysis by Mr. Reddaway,! which sought 
considerably to extend the conclusions of the 1929 Report. Since then 
this important and urgent subject has been largely left to look after 
itself, which is not very creditable to the Australian economists. Have 
they all adopted the protection-is-what-the-public-wants-let-them-have- 
it attitude? 

There is no doubt that Mr. Shannon is that comparatively rare 
being, an original thinker. As in Keynes’s description of the ideal 
economist, he blends ‘‘theory and fact, intuitive imagination and prac- 
tical judgment’’, using analytical methods which are modern without 
being recondite, to reach the following interesting, original and im- 
portant conclusions : 


(i) Industrial protection not only reduces the aggregate volume 
of output of rural industries below what it might have been, but causes 
transfer of resources among them, favouring ‘‘land intensive’’ pro- 
ducts, such as wool, rather than ‘‘labour intensive’’ products, such 
as dairy produce. 


(ii) The net effect of Imperial Preference has probably been to 
accelerate the transfer of labour from agriculture. 

(iii) The possibility of rectifying any disequilibrium of Aus- 
tralia’s economy through devaluation is much reduced in a period of 
full employment, as compared with a period of unemployment. 


These and other conclusions are set out in a rather grating style, 
but with clear and lucidly expressed reasoning. It will not, however, 
be an easy book for non-economists. 


1. Economic Record, 1937. 





195 


the 
ties, 
able 
193 
ord 


othe 


for 
0:7 


wh 


of . 
an 
ine 
not 
of 


of 

dif 
WO 
Wo 


sis 
re 
or 
thi 
alt 
lat 
su 


co 





Nov, 


and 
xford 
fain a 
3 book 
1non’s 
or the 
erably 
ach it 


id this 
3 most 
of the 
at Mr. 
ists of 
which 
ind an 
sought 
e then 
< after 
. Have 
1-have- 


ly rare 
2 ideal 
1 prac- 
vithout 
nd im- 


volume 
causes 
”? pro- 
s, such 


been to 


f Aus- 
riod of 
nt. 


x style, 
pwever, 





1956 RURAL INDUSTRIES IN AUSTRALIA 379 


The book opens with some good brief sketches of the political and 
the administrative history of trade in various agricultural commodi- 
ties, and of industrial protectionism. Mr. Shannon describes the lamet- 
able contribution which Australia’s ‘‘Trade Diversion Policy’’ of 
1936 made to the provoking of Japan. He roundly condemns the extra- 
ordinary prohibition on the manufacture of margarine, which compels 
Australia to consume considerable quantities of butter which might 
otherwise have been exported. 

Then he goes on to consider price elasticities. The internal market 
for meat, he thinks, may have a price elasticity of demand of about 
0-75. 

An interesting section deals with the general economics of ‘‘ home 
consumption prices’’. They are not worth having, even from tu* pro- 
ducer’s point of view, where price elasticity of demand is relatively 
high, e.g. for fruit; or where an increase in Australia’s exports is 
likely to affect the world price. This latter condition, of course, applies 
to wool. But there may be circumstances in which it would apply to 
wheat and sugar as well. 

Mr. Shannon, on scanty evidence, estimates the price elasticity 
of Australian demand for imports in a time of unemployment at 1:1— 
an estimate which is probably too high. As employment becomes fuller, 
income elasticity of demand for imports sharply increases—Mr. Shan- 
non demonstrates this in an interesting diagram—and price elasticity 
of demand probably falls. 

Assembling evidence and judgments on elasticities, Mr. Shannon 
is able to make interesting computations of the probable consequences 
of measures of appreciation or depreciation of the exchange rate, at 
different levels of employment. Appreciation, in any recent year, 
would not have been possible without stringent exchange control, and 
would have still further favoured wool at the expense of other exports. 
(Has this, however, been New Zealand’s experience?) 

Mr. Shannon’s conclusions are gloomy. As full employment per- 
sists, balance of payments problems will tend to get worse. Australia’s 
record in increasing rural production, as compared with New Zealand 
or any other country (except the Argentine), has been very poor, and 
there is no sign that the trend will be reversed. Within the limited 
amount of rural production which Australia does undertake, the re- 
lative predominance of wool may tend to increase still further. Then, 
suddenly, a time may come when there will be a heavy fall in the world 
price of wool, and Australia’s condition will be parlous indeed. No 
country will then be willing to lend money, if wool is the only export 
in which it can be repaid. 

Mr. Shannon does not demand complete Free Trade, but he pro- 
poses a great reduction in the degree of protection granted to manu- 
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facture. Australia’s trading account will never balance at the present 
rate of exchange, and he recommends a strong devaluation of the 
currency. As resources are transferred back to rural production, and 
land values rise, the cream should all be skimmed off by Commonwealth 
or State Treasuries in the form of land taxation. Mr. Shannon strongly 
(and rightly) defends the classical view that land taxation will have 
no deterrent effect upon incentive. Indirect taxation, he writes, should 
also be increased ; but the taxation on drinks should not be carried to 
the point of destroying joie de vivre, as it has done in England. Manu. 
factures (or any new form of rural production) requiring artificial 
assistance should wherever possible be supported by means of boun- 
ties rather than tariffs. The recipients will greatly dislike it, because 
their dependence upon their fellow-citizens is thereby made public; an 
excellent reason for adopting this policy. 

Mr. Shannon’s ultimate objective is a freely convertible Austra- 
lian pound, without any exchange control or import restrictions, gently 
fluctuating, like the Canadian dollar, in a free exchange market. 


Coun CLARK 
Agricultural Economics Research Institute, 
University of Oxford. 


A Survey of Structural Changes in the Western Australian Economy. 
A Statistical Interpretation. By C. A. Varaovic (University of 
Western Australia Press, Nedlands, 1956). Pp. vii + 109. 8/6 
Aust. 


This study, made possible by assistance from the Research Fund 
of the University of Western Australia, is the fourth of a series of 
research publications of the Department of Economics. In his Fore- 
word, Professor F. R. E. Mauldon points out that ‘‘appraisal of the 
changes in the direction, character and pace of development of the 
Australian economy over recent decades should include—if it is to 
be realistic in our federal setting—inquiries relating to disparities 
of changes among the states.’’ This study by C. A. Vargovic traces 
these changes in the Western Australian economy between the census 
of 1921 and that of 1947 and is also particularly concerned with the 
contrast between the pre-war situation as shown in the statistics for 
1938-9 and for those of the post-war period up to 1952-3. 

It is called ‘‘ A Statistical Interpretation’’ but perhaps it would 
be more aptly described as a study based on the interpretation of 
statistics. The author examines the primary, secondary and tertiary 
sectors in turn to discover the changes which took place in employ- 
ment, share in production, and share of capital investment of and 
within each during the period. 
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Lack of balanced growth, onesidedness and vulnerability constant- 
ly recur in this discussion as summing up the Western Australian 
economy. ‘‘Onesidedness’’ refers to the great importance of primary 
industries and the minor role of manufacturing; ‘‘vulnerability’’ to 
the consequent extreme dependence on exports and the prices received 
for them, and particularly on wheat and wool. However, the same 
expressions might be applied to the Commonwealth as a whole for 
the same reasons. For example the author instances the state’s great 
dependence on wheat and wool by showing that they accounted for 
60% of the state’s export income between 1946 and 1953, but for 
Australia as a whole the figure is over 60%. Further he suggests that 
the dependence has increased because in 1938-9 this percentage was 
27% (about 40% for the Commonwealth). The use of the single year 
1938-9 to represent the pre-war period is unfortunate in this case 
because the prices of wheat and wool were both much lower in that 
year than in those immediately before and after; further the value 
of gold exports in that period was nearly double that of wheat and 
wool together; in the later period it was not more than about 20%. 
The increased share of wheat and wool is therefore largely due to the 
decline of gold, though the vulnerability was at least as great in the 
earlier period. 

In general the economy of Western Australia shows rather similar 
changes to those in the rest of the Commonwealth but on a much 
smaller scale and moving at a much slower rate. Employment in pri- 
mary industries declined by 33% between 1901 and 1947, to 23:3%, 
and in the secondary sector increased by 13% to 17°8%. For Aus- 
tralia as a whole the percentages were 17% and 28% respectively 
(1950). On the other hand tertiary employment is relatively higher 
in Western Australia, 58:-9% (1947) as against 55% (1950) for the 
Commonwealth. This difference, which might have been expected to 
be due to problems of supplying transport and other services for the 
small population in a large state, Vargovic traces to great activity in 
building and construction, especially on the part of the government, 
and to ‘‘a certain overburdening of the state economy with banking 
and wholesale and retail establishments.’’ The number employed in 
commerce and finance almost trebled between 1901 and 1947, those 
in transport and communications not quite doubled. In the country 
districts in particular the ratio of banks to population is much higher 
than for rural districts in the Commonwealth as a whole, 6-8 banks 
per 10,000 of the population as compared with 4:6. 

An omission is the lack of a section on population. There is no 
discussion of the rate of growth except the comment that it rose as 
high as 4% p.a. during part of the post-war period. There is however 
some interesting information on the employment of migrants and 
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its effect on some industries where labour shortages had been acute, 
particularly in building and construction. There is also no discussion 
of the state’s meagre resources for the development of secondary 
industry, especially of large coal supplies or cheap hydro-electric re. 
sources. These facts, together with the small market, are surely the 
reasons for the lack of industrialization rather than dumping and 
price-cutting on the part of the eastern states and the tariffs which, 
it is alleged, aided earlier industrial development in the east. 


M. M. Bayne 
University of Melbourne. 


Atlas of Australian Resources 2. Edited by Konrap FRENZEL. Pre. 
pared by the Department of National Development, Canberra. 
(Angus & Robertson, Sydney, 1955.) Five maps with commen- 
taries, 10/6 each Aust. 


Ten maps in this series have previously appeared and were re- 
viewed in this journal (November 1955). The present issue consists 
of those dealing with increase and decrease of population 1933-1947, 
physical features, forest resources, railways, roads and aerodromes. 

The map showing increase and decrease of population 1933-1947 
is the most interesting one in this series, embodying original work on 
figures from the two censuses and accompanied by an excellent 12-page 
commentary by W. D. Borrie. The map is coloured to illustrate the 
loss or gain in total population between the two dates in centres of 
population down to 200-449 persons, and in the countryside by local 
government areas. It brings out clearly the loss from country areas 
and the fact that large cities and towns tend to gain population while 
small ones lose it. Horsham and Swan Hill for example lie on either 
side of a large area in which 17 small towns show a decrease and none 
an increase. Similarly, in N.S.W. between Leeton and Griffith with 
substantial increases on the one hand and Forbes with a small increase 
on the other, lie half a dozen towns which have lost population and 
none which have gained it. In the whole expanse of Australia north 
of the tropic and inland from the Dividing Range, only Alice Springs, 
Darwin and Tennant Creek registered any increase of population. 
Loss of population from the rural areas is somewhat exaggerated be- 
cause 1933 was a depression year of high unemployment in which 
many men had left the cities to look for work in the country. 

The commentary discusses distribution, urbanization and the 
age and occupational structure of the population during the period, 
which was one in which immigration was at a low ebb and for much of 
which the birth-rate was also at its lowest. There is a brief comment 
on demographic changes between 1947 and 1953 which was, of course, 
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a period of very rapid growth. ‘‘The point to be noted’’ says the 
author, ‘‘is that neither the high rate of natural increase nor the 
level of immigration has fundamentally altered the structure of the 
population when considered in terms of a worker-dependant ratio or 
yet the proportional distribution of population between urban and 
non-urban areas.’’ It is to be hoped that the Atlas will include a third 
map and commentary to analyse and illustrate information from the 
1954 census. 

The map of physical features is perhaps a little disappointing in 
that it is coloured to show heights of only 0-200 metres, 200-500 metres, 
and more than 500 metres, and does not give any other contour lines. 
It has however some very useful features, distinguishing between per- 
manent and non-permanent streams and parts of streams, fresh and 
salt lakes, and indicating direction of the sand ridges in the sandy 
deserts: The colourings are subdued to allow shading showing slopes 
and ridges and the trend of mountain ranges. The commentary by 
H. W. H. King is a very brief four-page essay concentrating on the 
varying landscapes of the continent. 

The superiority of Victorian roads comes out startlingly in the 
roads and aerodromes map. This state is covered with a network of 
roads surfaced with bitumen or concrete, New South Wales has little 
more than four main highways of this type and several of them decline 
to surfaces of gravel and crushed stone within a few hundred miles 
of Sydney. North Queensland has almost no well-surfaced roads, only 
around Brisbane are there substantial lengths of good roads in the 
whole state. South-west Western Australia and south-eastern South 
Australia show up as much nearer to Victorian standards, which Vic- 
torians will agree are far from adequate for to-day’s requirements. 
Aerodromes are not very distinctly shown but they attempt to dis- 
tinguish types and facilities available. 

The commentary brings out clearly the burden of the provision 
of transport facilities to the larger states with small population. 

The forest resources map distinguishes seven types of forest but 
needs the commentary to correct the impression of large areas still 
devoted to tree-growing and to make clear how very meagre are the 
country’s timber resources. 

M. M. Bayne 
University of Melbourne. 


Guide to New Zealand Official Statistics. By E. P. Neaue. (Auckland 
University College Texts, No. 2.) (Whitcombe and Tombs, Christ- 
church, 1955.) Pp. 195. 16/- N.Z. 


This handbook, now in its third edition, describes the scope, 
sources and methods of presenting New Zealand official statistics, 
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and, for most of the nine broad groups of statistics treated, there is 
also some discussion of the uses and possible misuses of the material, 
It will undoubtedly be of great service in helping students setting 
out on the study of economics to find their way through the formid. 
able mass of official publications and they may avoid many pitfalls 
by heeding the ‘‘cautionary remarks’’ at the end of the sections 
More advanced students may still find the guide useful as a first 
reference on matters of fact. 


J.P. 


Australia’s Trade Relations; an outline history of Australia’s oversea 
trading arrangements. By D. F. Nicnouson. (F. W. Cheshire, 
Melbourne, 1955.) Pp. xviii + 316. 42/- Aust. 


The history of trade negotiations and trade treaties is very 
difficult to write; detail counts for so much and generalizations are 
usually misleading. Mr. Nicholson has earned the respect and gratitude 
of students of Australian trade policies, who in future will be able 
to approach their special topics with a clear idea of the wider picture. 
Although the author modestly describes this book as an ‘‘outline”’, 
it is really a small-scale treatise which includes the basic information 
on Australian trade relations from Federation to 1953 or there- 
abouts. Mr. Nicholson has been able to present so much detail over 
such a long period within a comparatively short book only by means 
of skilful selection and strict attention to relevance. In these impor- 
tant respects the book may well be cited widely as a model for 
students needing guidance in the design of doctoral theses. 

Economists should realise that Mr. Nicholson has set limits to his 
work which stop well short of economic analysis or commentary. He 
has devoted almost all his space to details of concessions and benefits, 
preferential margins, contractual obligations and similar stock-in- 
trade of the negotiator. The economic background of production and 
markets (let alone the political foreground of interest groups) is 
sketched in only when absolutely necessary to explain particular 
arrangements. Mr. Nicholson’s main concern is to tell what was or 
was not done at a particular time. He leaves ample scope for econom- 
ists to look for their own kind of information by way of explanation 
or excuse. Reading between the lines, one feels that, in the conduct 
of trade negotiations, concessions and benefits may have a token value 
of their own which is partly independent of any economic effects. 

Occasionally the reviewer wished that Mr. Nicholson had been 
able to spare the space to say just a little more. In the story of ‘‘trade 
diversion,’ for example, the author says sufficient about the immedi- 
ate background of the ‘‘diversion’’ policy (for example, the unsuc- 
cessful attempts to open negotiations with U.S.A., and the abortive 
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negotiations with the Japanese over piece goods), that one wishes he 
could have said more about the wider background. Or is it simply that 
there was no wider background? Similarly, the reviewer has been un- 
able to find a reference to the Australian insistence, almost from the 
frst appearance of Article VII, on the paramount need for govern- 
ments to agree to co-ordinate national polices for Full Employment. 
It may have been merely a local illusion, but we used to imagine 
in 1945 that the linking of ‘‘Employment’’ with ‘‘Trade’’ represented 
some kind of attempt to meet Australian wishes in the matter of 
employment policy. Perhaps Mr. Nicholson is right to avoid any 
speculation, however tempting: the very austerity of his writing 
gives his book a certain unity of style that would be destroyed by a 
more discursive presentation. 

In conclusion, it should be mentioned that Mr. Nicholson was (in 
his own words) ‘‘one of the original staff of the present Department 
of External Affairs, and in the years of his association with Aus- 
tralia’s treaty relations has played some part in the making of a 
number of the agreements described.’’ A foreword by the Comptroller- 
General of Customs introduces Mr. Nicholson as a member of his 
Department. The Commonwealth Public Service is to be congratulated 
on having made it possible for one of its officers to produce such a 
useful work of reference. 

G. G. Firra 
University of Tasmama. 


Trade and Welfare. Vol. II of The Theory of International Economic 
Policy. By J. E. Meape. (Oxford University Press for the Royal 
Institute of International Affairs, London, 1955.) Pp. xiv + 618. 
64/9 Aust. 


In this, the second and concluding volume of his work on the 
theory of international economic policy, Professor Meade takes as 
his starting-point the assumption that the objectives of policy dis- 
cussed in his first volume—internal and external balance (that is, 
full employment without inflation together with balance of payments 
equilibrium) have been successfully achieved. His discussion in this 
volume centres upon how the distribution of factors of production 
(as between industries and countries) and of their products may be 
influenced by economic policy in such a way as to maximize economic 
welfare. 

To this end, the first quarter of the book is devoted to a revision 
of the theory of welfare economics without reference to international 
trade. This can be warmly recommended to those who feel the need 
for an up-to-date summary of the principles of welfare economics, 
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and Professor Meade’s modifications and reformulations should cep. 
tainly interest many whose specialist interests might not otherwise 
have led them to book with this title. This is not to say that Profesgor 
Meade deals fully with the fundamental criticisms that have beep 
levelled at the roots of welfare economics; but he does provide what 
many will feel to be at least a pragmatically satisfactory solution to 
the problem of inter-personal comparisons. This amounts to throwing 
upon politicians the onus for formulating explicitly the extent t 
which (if at all) the addition of a pound to one citizen’s income jg 
to be regarded as increasing welfare by more than it is decreased 
when that pound is subtracted from the income of another. The result. 
ing system of distributional weights given to each individual who may 
lose or gain by a given policy may then be applied to the changes in 
income of different citizens that the policy is expected to effect. 

Professor Meade then applies his revised welfare economics to 
international economic policy, adopting almost exclusively the cos. 
mopolitan viewpoint—that is, asking what would be in the interests 
of the world as a whole (divided into only two countries for the 
purposes of exposition until Part VI of the book). He shows also, 
however, that the analysis can be readily adapted to the standpoint 
of a country that gives a higher (or an infinitely high) ‘‘ distributional 
weight’’ to the welfare of its own citizens and a lower (or even zero) 
weight to that of the citizens of other countries. He discusses first 
the various forms of controls over trade that may be employed with 
the object of increasing economic welfare, both in what he calls a 
‘‘utopian’’ situation—that is, where economic welfare has already 
been maximized within each country by the application of the mar- 
ginal conditions previously enunciated—and then, by way of examples, 
in cases where divergences from the ‘‘utopian’’ state of affairs may 
be held to justify controls that limit the freedom of trade between 
countries. (The latter group the author terms ‘‘The Second-Best 
Arguments’’ for the control of trade.) He then discusses the use of 
trade controls to effect structural changes (that is, to make large 
adjustments to which the marginal analysis cannot be applied) and 
to effect changes in the distribution of income. 

In the third part of the book the assumption that factors cannot 
move between countries is relaxed, and the arguments are examined 
for controls over their movement on the lines of the analysis relating 
to the movement of goods. 

Somewhat apart from the rest of the argument is the chapter 
on the world supply of labour and capital (in which Professor Meade 
develops further his analysis in an earlier book, deriving from Ram- 
sey’s celebrated article, ‘‘A Mathematical Theory of Saving’’). If 
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gmewhat fanciful in terms of practical politics this analysis is none 
the less fascinating. 

Finally he examines how the arguments of the earlier parts of 
the book are affected by the removal of his assumption that there 
are only two countries. In this last Part of the book, his discussion 
of the principles upon which discriminatory import controls should 
ideally be based if they are to maximize welfare could conceivably 
be a fruitful basis for the discussion of an internationally concerted 
policy for minimizing the adverse effects of quantitative import 
controls. 

In this as in his previous volume Professor Meade has set forth 
an elaborate and formidable array of economic boxes. The discussion 
that has proceeded since the publication of his first volume about 
the value of taxonomy has led him, in a foreword to the present book, 
to moderate somewhat his claims for this method. He acknowledges the 
importance of judgment (or ‘‘hunch’’) in determining the relevance 
and magnitude of each theoretical factor in any actual situation. But 
certainly, as he argues, the fullest possible theoretical analysis should 
serve to reduce the likelihood that the policy-maker will fail to take 
into account potentially important factors. The question is how far 
it is desirable to carry taxonomy. Past a certain point the analysis 
becomes so complex and formidable that one may reasonably doubt 
how far policy-makers will be able and willing to digest it sufficiently 
to ensure that they do not misapply it. 

To those who are tempted to shrink from the sheer bulk of the 
work, it may, however, be pointed out that an appreciable part of it 
consists of arithmetical examples, which, though they will assist 
some readers all the time and all readers some of the time, can often 
be omitted by a reader who has already grasped the point being illus- 
trated. The academic reader would find it easier to ascertain which 
parts of the analysis are original (and thereby reduce the labour 
involved in digesting an important work of this size) by footnote 
references ; even the very full acknowledgments to the relevant litera- 
ture given in the preface omit, in almost every case, to cite where 
the articles referred to are to be found. 

Opinions may differ about how far the approach Professor Meade 
adopts may reasonably be expected to shed light upon problems of 
actual policy. At some point or other most readers concerned with 
formulating policies may feel that the marginal net product of the 
additional effort required to read further into a taxonomic analysis 
of this sort is less than that which they could expect from devoting 
the same effort to investigating the nature of the factors that.are at 
work in the problems of the real world with which they are concerned. 
But though they will almost certainly have to do a great deal of further 
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work before they can apply the conclusions of Professor Meade’s ana- 
lysis to any given problem of policy, if they stay the course with the 
author through this complex but thoroughly lucid book, they will 
undoubtedly be far better equipped to think clearly about almost 
any problem of economic policy—whether in the domestic or the 
international field. 
J. O. N. Perkins 

Australian National University. 


American Imports. By Don D. Humpurey. (The Twentieth Century 
Fund, New York, 1955.) Pp. xviii + 546. $6.00. 


This book will be welcomed by all those who look to America to 
provide constructive leadership in promoting a high and growing 
volume of world trade. It is evidence of the growing body of informed 
opinion in America that is stressing the importance of reducing trade 
barriers for political and psychological reasons as well as the conven- 
tional economic ones. 

The volume comprises a study sponsored by the Twentieth Cen- 
tury Fund and the National Planning Association and includes as the 
final chapter a policy statement by the latter’s Committee on Inter- 
national Policy. The author of the study is Professor of Economies at 
Duke University and an authority on international trade. He begins 
with the categorical statement that the United States imports too little 
and has been doing so for a long time; he then proceeds to examine the 
factors underlying this situation. 

After reviewing the history of American imports since the Civil 
War, Dr. Humphrey concludes that tariff changes have not been the 
controlling factor in determining the over-all importance of imports. 
While not denying the impact of protective duties in particular in- 
stances, he presents a convincing case for his belief that the broad 
sweep of historical growth in the American economy has not been 
seriously affected by tariffs. He attributes the major responsibility for 
changes in the volume of imports to economic growth and cyclical 
fluctuations. 

The importance of economic growth in determining the volume of 
imports is readily demonstrated by the comparison of imports with 
the output of finished commodities. The conclusion drawn from this 
comparison is that the growth of American imports since the Civil 
War, though interrupted by depression and war, appears to have kept 
pace with domestic production of commodities, except for a displace- 
ment near the end of the nineteenth century and again in the 1930’s. 
There has, however, been an important change in the composition of 
imports. There is now a high and increasing concentration of imports 
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among a few commodities and this represents a distinct element of 
danger for the prospect of increasing imports. This concentration is 
illustrated by the fact that eight items alone accounted for almost all 
the growth in the value of imports between 1929 and 1949. 

The influence of cyclical fluctuations over the period reviewed is 
outstanding. Dr. Humphrey shows that in each major business cycle 
since the Civil War, American imports have fluctuated more widely 
both by value and by quantity than has domestic output. This is par- 
ticularly apparent in items that compete directly with domestic pro- 
duction and is strikingly illustrated by the case of wool imports, which 
have fluctuated much more widely than domestic mill consumption. 
After investigating a number of possible explanations for this pheno- 
menon, Dr. Humphrey concludes that it is a corollary of the dynamics 
of internal growth and of the concentration of imports in relatively 
stagnant industries. 

After a long history of high tariffs, the United States has been 
moving slowly in the opposite direction since 1934. In terms of rates 
of duty the Trade Agreements Programme has an impressive record, 
the reduction in the average tariff collected on dutiable imports being 
almost 75%. In evaluating its effectiveness, however, Dr. Humphrey 
argues that the programme has been compromised from the beginning 
by a Janus-faced attitude. On one hand, it seeks to expand mutually 
beneficial trade; on the other, it promises that no branch of home in- 
dustry, however small, will be seriously damaged as a result. 

The policy statement with which the book ends is signed by twenty- 
five persons prominent in American public life. It calls for the adop- 
tion of a straightforward programme of tariff reduction coupled with 
aid for readjustment to industries and communities hurt by increased 
imports. Before major decisions about further tariff reductions are 
made it urges that a thorough reappraisal of the existing tariff struc- 
ture should be undertaken. The major objective of the committee pro- 
posed for this purpose would be to determine the maximum specific 
reductions in import barriers consistent with national security and 
the maintenance of vigour and stability in the American economy. As 
an indication of the desirable magnitude of these reductions the state- 
ment urges that liberalization should be at least as substantial as, but 
not necessarily identical with, that recommended in February 1953 
by the Bell Committee. As a minimum interim measures it proposes 
the immediate adoption of the recommendations of the Randall Com- 
mission. 

Apart from the central thesis of the book, which is of interest to 
the general reader, there is a wealth of detail for the specialist in inter- 
national trade. Prospects for the major commodity groups and service 
items are considered in turn. It is unfortunate, however, that the com- 








390 THE ECONOMIC RECORD Noy, 


pletion and publication of a study of this magnitude is so time-congum. 
ing that many of the statistics are already seriously out-of-date. 


D. C. Bapgrr 
Sydney. 


Planned Migration, The Social Determinants of the Dutch-Canadian 
Movement. By Wiuu1am PETERSEN. (University of California 
Publications in Sociology and Social Institutions. Vol. 2) 
(University of California Press, Berkeley and Los Angeles, 
1955.) Pp. x + 273. $3.50. 


The title of this book should not be taken too literally. True 
the author has a tilt at planning, especially in his last chapter, and 
Part III (pp. 167-221) deals specifically with the Dutch-Canadian 
nexus; but to an Australian reader by far the most interesting aspect 
of the book is the general history of migration policy and achievement 
in each country which is given in Parts I and II (pp. 15-166). 

Part I (Holland) provides one of the best studies of Dutch 
emigration history and of the motivations of policy available in 
English. Professor Petersen rightly emphasizes that emigration cannot 
be explained wholly in economic terms—scarcely less important are 
the policies and prejudices of the receiving country and the mores 
and customs of the sending society. It is this approach no doubt which 
encourages Professor Petersen to write off planned migration as the 
‘‘institutionalization of irrational sentiments behind a facade of 
scientific terminology.’’ Nevertheless I feel that this does less than 
justice to the careful planning of the present Netherlands Govern- 
ment to facilitate the settlement of its nationals overseas; whether 
the emigrants would have left Holland in any case without Govern- 
ment aid is quite another question. Almost certainly planned migra- 
tion is accompanied by a certain amount of waste (e.g. the assisted 
emigrant deliberately returning to his home country after having 
had a cheap ‘‘holiday’’ at the Government’s expense) but an Aus 
tralian reader with any historical sense should have little difficulty 
in challenging some of Professor Petersen’s more sceptical passages. 

Part II (Canada) also provides an admirable short history of 
Canadian immigration which is well documented and accompanied by 
comparative comments (particularly from Australian material). 

From the comparative aspect, two things immediately strike the 
Australian reader : the excellence of Australian statistics and the com- 
plications created by Canada’s ‘‘back door’’ (i.e. entry into U.S.A.) 
for the assessment of the economic and social impact of immigrants 
upon Canadian life. While superficially there is considerable similarity 
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remain very considerable differences of objectives and attitudes. But 
perhaps the new ‘‘liberal”’ attitude of cultural pluralism in Canada 
is only skin deep, for Professor Petersen concludes that “the 
principled opposition to immigration in several sectors of the popula- 
tion is only quiescent, waiting for an occasion to cut the program.”’ 
Could not this equally be said of Australia to-day? 
W. D. Borriz 

Australian National University. 


A Statistical Study of Live Stock Production and Marketing. By C. 
Huprern and F. G. Jarrerr. (John Wiley & Sons, New York, 
1955.) Pp. xiii + 156. $4.50. 


This work, a product of the Cowles Commission, studies the 
market for livestock (cattle, calves, hogs, chickens, turkeys, sheep, 
milk and eggs) in the U.S.A. over the period 1920 through 1949. 
The index of livestock production used was obtained by weighting 
the items listed above with average prices over the period. 

The model may be broken into three parts. 


Farm Decisions (3 relations). 


Here there is an explanation of the quantity of livestock pro- 
duced (in terms of the inventory at the beginning of the period and 
the feed-stuffs used during the period) together with explanations 
of the demand for protein feed and feed grains. 


Supply of Feed-Stuffs (2). 
Market for Live Stock Products (3). 


These consist of a demand equation, a supply equation and an 
inventory relation. 

The initial chapters discuss this model and the construction of 
the statistical series to be used in the estimation of the unknown 
constants in it. In later chapters these constants are estimated by 
least squares and by the limited information method, both being ap- 
plied to relations which are linear in the logarithms of the variables 
included. Generally the two different procedures do not give widely 
diverging results. In an appendix the computations for both the least 
squares and limited information procedures for one relation (the 
production relation) are presented in considerable detail. 

The results of the estimation are subjected to four checks. Of 
these, two are statistical and involve the examination of the residuals 
for serial correlation and the use of a test of the correctness of the 
specification of the model, in so far as it omits certain variables from 
a particular equation. There is fairly considerable evidence of serial 
correlation and the second test also suggests some inadequacies in 
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the model. In the third test the estimated coefficients are examined ty 
determine their reasonableness on the basis of economic theory, with 
which most coefficients agree fairly well. 

The most stringent test, the use of the estimated structure ty 
predict the 1950 experience, is described in the final chapter. Though 
of the discrepancies between actual experience and prediction from 
the model only two are unreasonable, at the 5% level, certain naive 
forecasts (no change from 1949; same change from 1949 as between 
1948 and 1949) do almost as well. A well-informed economist would 
probably have done better, but of course he might have done better 
still if he had used a combination of his judgment and the econo. 
metric model. The main value of the work probably lies in its 
careful survey of the forces affecting the sector examined, over the 
period 1920 to 1949, rather than in its powers of prediction. 


E. J. Hannan 
Australian National University. 
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A—AUSTRALIAN AND NEW ZEALAND PUBLICATIONS 


Arnot, H. W. Labour and Economic Policy. (Chifley Memorial Lecture, 1936.) 

Australian Labor Party Club, University of Melbourne. Pp. 16. 1/- Aust. 

Professor Arndt believes that Labour must re-think its economic policy. 
It is prevented, he holds, by electoral dishonesty and the traditionalism of the 
Left. The fundamental aims of Labour are equality, security and democracy. 
Socialization is only an incidental means in achieving these aims. He concludes 
by outlining what he regards as an acceptable Labour economic policy. 

Bartey, J. D. Growth and Depression, Contrasts in the Australian and British 
Economies 1870-1880. (The Australian National University Social Science 
Monographs, 6.) (Australian National University, Canberra, 1956.) Pp. 136. 
25/- Aust. 

Butiin, N.G. Private Capital Formation in Australia. (The Australian National 
University Social Science Monographs, 5.) (Australian National University, 
Canberra, 1955.) Pp. 166. 25/- Aust. 

Dunsporrs, Encars.—The Australian Wheat-Growing Industry, 1788-1948. (Mel- 
bourne University Press, Carlton, Victoria, 1956.) Pp. 347. 55/6 Aust. 

Meape, J. E., Rowan, D. C., and Horner, R. F. Developments in Monetary Policy. 
(Economic Papers, No. 11.) (Economic Society of Australia and New Zealand, 
New South Wales Branch, Sydney, 1956.) Pp. 63. 5/- Aust. 

J. E. Meade, discussing Objectives of Monetary Policy, concludes that 
monetary policy can contribute to the ends of stable prices, full employment 
and balanced international payments, but must be used in conjunction with 
budgetary, wage, commercial and exchange rate policy. D. C. Rowan examines 
Monetary Policy Abroad, with special reference to the British experience. 
R. F. Holder discussess Monetary Policy in Australia. These latter papers 
are rather pessimistic about monetary policy in practice—perhaps largely be- 
cause it has not been effectively backed by Professor Meade’s supplements. 

Neate, E. P. Guide to New Zealand Official Statistics (Auckland University 

—e hates No. 2.) (Whitcombe and Tombs, Christchurch, 1955.) Pp. 195. 


New ZEALAND Treasury. New Zealand Economic Survey, 1956. (Government 
Printer, Wellington, 1956.) Pp. 113. 3/6 N.Z. 

Reserve BANK oF NEW ZEALAND, ASSOCIATED BANKS IN New ZEALAND and 
New ZEALAND TREASURY. Monetary and Fiscal Policy in New Zealand. Sub- 
missions to the Royal Commission on Monetary, Banking and Credit Systems, 
pow | (Reserve Bank of New Zealand, Wellington, 1955.) Pp. 252. No price 
state 

Varcovic, C. A—A Survey of Structural Changes in the Western Australian 
Economy. A Statistical Interpretation. (The University of Western Australia 
Press, Nedlands, W.A., 1956). Pp. 109. 8/6 Aust. 

Watxer, K. F. (ed.). Unions, Management and Public. (University of Western 
Australia Press, Perth, 1956.) Pp. 95. 5/- Aust. 

These addresses were delivered to the first Labour-Management Confer- 
ence, which was held at the University of Western Australia in October, 1955. 
The main contributions were four papers on industrial relations in Australia 
and overseas by H. J. Souter (then Research Officer, A.C.T.U.) and R. G. 
Fry (Assistant Secretary, N.S.W. Metal Trade Employers’ Association). 
Academic contributors were K. F. Walker, G. B. Bell, R. I. Downing and 
Leicester Webb. Lieutenant-General Sir Charles Gairdner, the Governor of 
Western Australia, not only opened the Conference, at his own request, with 
an excellent address expressive of the widespread community interest in the 
conference, but also attended the various sessions. 

Yorston, R. Kertn. Limited Liability Companies in Australia. Some. Aspects 
of Control. (Law Book Co. of Australasia, Sydney, Melbourne and Brisbane, 
1956.) Pp. 193. 42/- Aust. 
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Aset-SMITH, BRIAN, and Titmuss, R. M. The Cost of the National Health 
Service in England and Wales. (The National Institute of Economic and 
Social Research, Occasional Papers XVIII.) (Cambridge University Press, 
London, 1956.) Pp. 176. 27/6 stg. 

Asramovitz, Moses. Resource and Output Trends in the United States since 
1870. (Occasional Paper 52.) (National Bureau of Economic Research, New 
York, 1956.) Pp. 23. 50 cents. 

Acrawat, Ram Gora. Price Controls in India since 1947. (Published by the 
author, New Delhi, 1956.) Pp. 200. Rs. 7/8. 

AMERICAN Economic AssoctaTion. Readings in Fiscal Policy. (George Allen and 
Unwin, London, 1955 or 1956.) Pp. 596. 30/- stg. 

ANGELOPOULOs, ANGELOS. L’Atome, unira-t-il le monde? (R. Pichon and R. 
Durand-Auzias, Paris, 1956.) Pp. 216. 750 frs. 

Barker, Ernest (ed. and trans.) From Alexander to Constantine. Passages and 
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A.D. 337. (Oxford University Press, Oxford, 1956.) Pp. 505. 81/3 Aust. 
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well, Oxford, for Department of Economics and Institutions of the U.S.S.R,, 
Faculty of Commerce and Social Science, University of Birmingham, undated.) 
Pp. 129, 23/3 Aust. 

Barna, Tisor (ed.). The Structural Interdependence of the Economy. fie 
Wiley and Sons, New York, and A. Giuffre, Milan, 1956.) Pp. 429. $7.50, 
BEAL, GeorcE Max and BAKKEN, H. Fluid Milk Marketing. (Mimir Publishers, 

Madison, Wisconsin, 1956.) Pp. 556. $7.50. 
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Policy i in Great Britain. (Clarendon Press, Oxford, 1956.) Pp. 138. 25/- Aust. 

Betiersy, J. R. Agriculture and Industry Relative Income. (Macmillan, London, 
1956.) Pp. 369. 49/9 Aust. 

BetsHAw, Horace. Population Growth and Levels of Consumption. (George 
Allen and Unwin, London, 1956.) Pp. 233. 25/- stg. 

Benoix, Reinnarp. Work and Authority in Industry. Ideologies of Management 
pa “ Course of Industrialization. (John Wiley, New York, 1956.) Pp. 466. 


Buoncett, Ratpo H., and KeEMMERER, Donatp L. Comparative Economic Develop- 
ment. (McGraw-Hill, New York, 1956.) Pp. 557. $6.00. 

Bounsack, Exse. Fliichtlinge und Einheimische in Schleswig-Holstein. Ergeb- 
nisse einer Stichprobenerhebung 1953. — fiir Weltwirtschaft an der 
Universitat Kiel, Kiel, 1956.) Pp. 77. D 

Box, Derek Curtis. The First Three Fears of the Schuman Plan. (Princeton 
Studies in International Finance, No. 5.) (International Finance Section, 
Department of Economics and Sociology, Princeton University, Princeton, 
1955.) Pp. 79. Single copies free to residents of foreign countries. 

BurKHEAD, JESSE. Government Budgeting. (Chapman and Hall, London, 1956.) 
Pp. 498. $7.50. 

CASSELMAN, Paut H. The Economics of Employment and Unemployment. 
(Public Affairs Press, Washington, 1955.) Pp. 183. $3.25. 

CENTRAL STATISTICAL OrFice. National Income Statistics. Sources and Methods. 
(Studies in Official Statistics No. 3.) (Her Majesty’s Stationery Office, 
London, 1956.) Pp. 387. 25/- stg. 

Craic, Harotp Farrow. Administering a Conversion to Electronic Accounting. 
A Case Study of a Large Office. (Bailey Bros. & Swinfen, London, for Divi- 
sion of Research, Graduate School of Business Administration, Harvard 
University, 1955.) Pp. 224. $2.50. 


Danpexar, V. M. Use of Food Surpluses for Economic Development. (Gokhale | 


Institute of Politics and Economics, Poona, 1956.) Pp. 153. 7/6 stg. 

Ernzic, Paut. The gee Consequences of ‘Automation. (Secker and Warburg, 
London, 1956.) Pp. 226. 21/- stg. 

Fay, C. R. Adam Smith and the Scotland of His Day. (Publications of the 
Department of Social and Economic Research, Glasgow University. Social 
and Economic Studies III.) (Cambridge University Press, London, 1956.) 
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FiercHer SCHOOL oF LAw ANpD Diptomacy. Seven Thesis Abstracts, 1955. (Inter- 
national Law for the Administration of Non-Self-Governing Territories; 
American Interests in Sumatra, 1784-1873; A Commentary on the Civil Liber- 
ties Provision of the Universal Declaration of Human Rights; Anglo-American 
Diplomatic Relations with Argentina, 1945-1954; Domestic and Foreign 
Factors in Egyptian Foreign Policy, 1919-1939; Indian Relations and Attitudes 
in Regard to South-east Asia, 1947-1952; Organised Labor and the Tariff.) 
(Fletcher School of Law and Diplomacy, Tufts University, Medford, Mass.) 
35 pp. altogether. No price stated. 

Gaver, D. R., and Danpexar, V. M. Primary Education in Satara District: 
Reports of Two Investigations. (Gokhale Institute of Politics and Economics, 
Poona, 1955.) Pp. 174. Rs. 6. 

GreENHUT, Metvin L. Plant Location in Theory and Practise. (University of 
North Carolina Press, Chapel Hill, 1956.) Pp. 338. $7.50. 

GrossMAN, Kurt R. Germany's Moral Debt. The German-Israel Agreement. 
(Public Affairs Press, Washington, 1954.) Pp. 71. $2.00. 

Hatt, N. Duncan, and Wrictey, C. C. Studies of Overseas Supply. (History 
¢ the Second World War.) (H.M. Stationery Office, London, 1956.) Pp. 537. 
37/6 stg. 

Hauser, Putte M., and Leonarp, Witt1AM R. (ed.). Government Statistics for 
Business Use. (Second Edition) (John Wiley and Sons, New York, and 
Chapman and Hall, London, 1956.) Pp. 440. $8.50. 

Hicks, J. R. A Revision of Demand Theory. (Clarendon Press, Oxford, 1956.) 
Pp. 194. 29/9 Aust. 

InstITUT FUR WELTWIRTSCHAFT AN DER UNIveERSITAT Kieu. Die Weltwirtschaft. 
(1956 Heft 1.) Pp. 237. DM 10. 

INTERNATIONAL COMMISSION OF JuRISTS. Report of the International Congress of 
—_ (International Commission of Jurists, The Hague, 1956.) Pp. 164. 

ree. 

INTERNATIONAL Economic AssociATION. International Economic Papers. No. 5. 
(Translations prepared for the Association.) (Macmillan, London, 1955.) 
Pp. 199. 15/- stg. 

KINDLEBERGER, CHARLES P. The Terms of Trade. A European Case Study. (The 
Technology Press of Massachusetts Institute of Technology, Cambridge, Mass., 
John Wiley and Sons, New York, and Chapman and Hall, London, 1956.) 
Pp. 382. $9.00. 

Knicut, Franx H. History and Method of Economics. (University of Chicago 
Press, 1956.) Pp. 309. $6.00. 

Koontz, Harotp, and GasLe, RicHarp W. Public Control of Economic Enter- 
prise. (McGraw-Hill, New York, 1956.) Pp. 851. $7.00 

Kuznets, Stmon (ed.). Income and Wealth. Series V. (International Associa- 
tion for Research in Income and Wealth.) (Bowes and Bowes, London, 1955.) 
Pp. 242. 42/- stg. 

LacHMANN, L. M. Capital and Its Structure. (G. Bell and Sons, for the London 
School of Economics and Political Science, London, 1956.) Pp. 130. 15/- stg. 

Levitr, THEoporeE. The Twilight of the Profit Motive. (Annals of American 
Economics.) (Public Affairs Press, Washington, 1955.) Pp. 15. $1.00. 

MeabE, JaMes E. The Belgium-Luxembourg Economic Union, 1921-1939. (Inter- 
national Finance Section, Dept. of Economics and Sociology, Princeton Univer- 
sity, Princeton, 1956.) Pp. 41. Available free abroad. 

MetmMan, Seymour. Dynamic Factors in Industrial Productivity. (Basil Black- 
well, Oxford, 1956.) Pp. 238. 37/3 Aust. 

Murap, ANAtot. Private Credit and Public Debt. (Public Affairs Press, Wash- 
ington, 1954.) Pp. 195. $3.75. 

Muranjan, S. K. Reflections on Economic Growth and Progress. (Gokhale 
Institute of Politics and Economics, Poona, 1956.) Pp. 24. 1/6 stg. 

NaTIONAL CONFERENCE ON AUTOMATION. The Challenge of Automation. (Public 
Affairs Press, Washington, 1955.) Pp. 77. $2.50. 

PaTINKIN, Don. Money, Interest and Prices. (Row, Peterson, Evanston 
[Illinois], 1956.) Pp. 510. $7.00 

Penrose, E. F. Economic Planning for the Peace. (Princeton University Press, 
Princeton, 1953.) Pp. 384. $7.50. 

Picou, A. C. (Ed.). Memorials of Alfred Marshall. (Reprints of Economic 
Classics.) (Kelley and Millman, New York, 1956.) Pp. 518. $8.50. 
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RASMUSSEN, P. NorreGAarD. Studies in Inter-Sectoral Relations. (Einer Harcks 
Forlag, Copenhagen, and North-Holland Publishing Company, Amsterdam, 
1956.) Pp. 217. Harck Kr. 41,00. North-Holland $6.00 

Roserts, B. C. Trade Union Government and Administration in Great Britain, 
(G. Bell and Sons, London, for the London School of Economics and Political 
Science, 1956.) Pp. 570. 31/6 stg. 

Rosertson, Sir Dennis. Economic Commentaries. (Staples, London, 1956.) Pp. 
174. 16/- stg. 


Rosinson, Joan. The Accumulation of Capital. (Macmillan, London, 1956.) Pp, 
440. 46/6 Aust. 

SCHLEIMINGER, GUNTHER. Das Europdische Wahrungsabkommen von 1955 und 
einige neuere wihrungspolitische Entwicklungen. (Kieler Vortrage 9.) (Institut 
fiir Weltwirtschaft an der Universitat Kiel, Kiel, 1956.) Pp. 22. DM 1.50, 

SennHoLz, Hans F. How Can Europe Survive? (D. van Nostrand, New York, 
1955.) Pp. 336. $4.50. 

SENNHOLZ, Mary (ed.). On Freedom and Free Enterprise. (D. van Nostrand, 
Princeton, 1956.) Pp. 333. $4.00. 

SHuLTz, Georce P., and BALpwin, GrorceE B. Automation. A New Dimension to 
Old Problems. (Annals of American Economics.) (Public Affairs Press, 
Washington, 1955.) Pp. 20. $1.00. 

TuorneE, AtFreD P. Size, Structure and Growth of the Economy of Jamaica, 
(Institute of Social and Economic Research, University College of the West 
Indies, Jamaica, 1955.) Pp. 112. No price stated. 

Tippett, L. H. C. Statistics. (The Home University Library of Modern Know- 
ledge, No. 156.) (Second Edition.) (Geoffrey Cumberlege, Oxford University 
Press, London, 1956.) Pp. 224. 11/3 Aust. 

The first edition of this excellent introduction was written during the early 
years of the war. The present edition has been revised to take account of 
developments in the uses of statistics, in the statistical apparatus of the State, 
and in statistical techniques. 

Toyo Sprnninc Co., Ltp. Cotton Industrial Wages in Japan. (Toyobo Economic 
Series No. 2.) (Institute for Economic Research, Osaka, 1955.) Pp. 36. No 
price stated. 

Unitep Nations. Economic Survey of Europe in 1955. (United Nations, Geneva, 
1956.) Pp. 326. 18/- stg. 

VaxiL, C. N., and BRAHMANAND, P. R. Planning for an Expanding Economy. 
(Vora, Bombay, 1956.) Pp. 404. 20/- stg. 

Van Waaspijk, T. Hire Purchase Credit in South Africa. An Economic Survey. 
(Witwatersrand University Press, Johannesburg, 1956.) Pp. 174. 21/- S.A. 

Wacker, KENNETH F. Industrial Relations in Australia. (Wertheim Publications in 
Industrial Relations.) (Oxford University Press, Melbourne, for Harvard 
University Press, 1956.) Pp. 389. 78/9 Aust. 

Wieser, Friepricn von. Natural Value. (Ed. by William Smart.) (Reprints of 
Economic Classics.) (Kelley and Millman, New York, 1956.) Pp. 243. $7.50. 
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